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THE LIMITATIONS 
OF ECONOMIC GROWTH MODELS 


CRITICAL REMARKS ON SOME ASPECTS 
OF MR. KALDOR’S MODEL 


Modern growth theory has come of age. When Sir Roy Harrod in 1939 
published his famous article, ““An Essay in Dynamic Theory”’}, it had 
a startling (though—because of the —warsomewhat delayed) effect 
on a professional world which had been completely absorbed by 
considering the theoretical and practical aspects of a short-run 
Keynesian model. To be reminded that the successful achievement 
of full employment of labour and capital in one period has important 
implications for the full employment problem in the next period (if 
these periods are taken as longer intervals) was very important in- 
deed. At this stage of economic growth theory it was quite sufficient 
to work with a few rough aggregates and to show what the logical 
connections between them have to be, if uninterrupted full em- 
ployment growth is to be established in a simple model of a com- 
petitive capitalist economy. 

These early growth models and many of the refinements that were 
later added did not aim at an explanation of the actual course of 
capitalist development?. This would not have been possible, in any 
case, since we do not know of any long period of full employment 
growth in private enterprise economies in times of peace and without 
massive government intervention. And a development with ups and 
downs yielding a certain arithmetical average rate of growth may 
obey rather different rules than a smoothly growing economy with 


1. Economic Journal, March 1939. 

2. “These theories (viz. those of Harrod and Domar), though often referred 
to as theories of growth, are, properly speaking, theories of the requirements of 
steady growth at full employment. They make no assertions with respect to the 
likely development of capital formation over time.’”? See Moses ABRAMOVITZ, 
“Economics of Growth’’, in A Survey of Contemporary Theory, Vol. u, edited by 
Bernard F. Haley (Homewood, III., 1952), p. 170, footnote. 
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the same rate of expansion®. What the theories did—and that was a 
very useful achievement indeed—was to draw the attention of 
economists to certain factors and influences which, while not very 
important in short-term considerations, must not be neglected when 
long-term problems are analysed. 

As the theory of economic growth has expanded, it has tried more 
and more to give an account of the actual working of the economic 
system. But the nearer it tries to get towards a description of reality 
(rather than analysing the requirements for consistency between 
certain macro-economic aggregates under full employment con- 
ditions) the more it is hampered by the restrictions it acquired in the 
days of its childhood. These restrictions are: 

(1) The limited number of the variables taken into account and 
the simplicity of their functional relationships. This is a perfectly 
justifiable procedure for the early stages of the theory when the 
stress is laid on pointing out certain important inter-relationships‘. 
Niceties in detail or changes over longer periods do not matter in 
that context. But when a closer contact with reality is desired it is 
necessary to consider the influence of a wider circle of factors and to 
give the functional relationships a more concrete empirical content. 
That means that the beautiful simplicity and unity of the early 
growth models will have to be sacrificed. 

(2) The neglect of historical, sociological and institutional factors. 
Modern growth theory is a child of Keynesian theory. It has shown 
how the fundamental concepts and relationships of Keynes’ short-run 
model are affected by the accumulation of capital, the growth of 
population, technical progress, etc. But many of the historical and 
institutional factors which Keynes could neglect in his short-run 
picture (and which, therefore, do not appear in growth theory) 
cannot be regarded as invariable when we aim at a realistic theory 
of economic change stretching over longer periods. Some functions 

3. People will behave rather differently in a room where temparatures vary 
between o and 40 degrees of Celsius than in a room with a constant temperature 
of 20 degrees, even if the long-run average is the same in both cases. 

4. As Mr. Little puts it: “But growth and distribution theory have only 
recently again become fashionable with economists, and it may still be worth 


while to work out the consequences of all sorts of assumptions, even where these 
are outrageous...’ I. M. D. Lrrtte, ‘‘Classical Growth”’, Oxford Economic Papers, 


June 1957, p- 175- 
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which Keynes could take as constants will vary when we deal with 
longer spans of time. I admit that the introduction of history and 
sociology as “‘endogenous variables” will make our functions less 
simple and less elegant. But it will prevent us from assuming reliable 
inter-relationships where, in fact, they do not exist. 

(3) A serious handicap for a realistic development of growth 
theory is the starting assumption of an equilibrium growth at full 
employment level. As I said before, this was a legitimate analytical 
device in order to point out the necessary interrelationships between 
different economic categories under conditions of growth. When we 
try to fit growth theory to the task of explaining actual growth, the 
initial assumption of a smoothly growing full employment economy 
as some sort of “‘equilibrium” is an impediment which distracts our 
attention from the actual mechanism of economic expansion and the 
factors influencing it. 

In the following pages I want to illustrate these limitations of 
modern growth theory by discussing some aspects of Mr. Kaldor’s 
growth model®. In choosing Kaldor’s essay I do not want to suggest 
that his model is in any way inferior to other examples in this field. 
On the contrary; I regard Kaldor’s article as 4 particularly stimu- 
lating and well argued piece of research. But just because he pushes 
the frontiers of growth theory so ambitiously outward, the limitations 
of the theory become more clearly visible. 

I do not intend to discuss Kaldor’s theory point by point. I shall 
deal only with some of its aspects. I must also refrain from summa- 
rising all the relevant details of the theory. The reader of this article 
is expected to have read Kaldor’s essay. If he has not, he is strongly 
recommended to do so. 


1. The Technical Progress Function 


Kaldor’s model rests basically on three pillars: a saving function, an 
investment function, and a technical progress function®. I shall deal 


5. Nicuotas Katpor, “‘A Model of Economic Growth’’, Economic Journal, 
December 1957, pp. 591-624. 

6. The problem of population growth is introduced after the working of the 
model has been described for a constant population. I shall restrict my remarks to 
the constant population model. 
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with the first and third of these functions. This does not mean that no 
problems of empirical relevancy arise in connection with the in- 
vestment function. But anything that could be said in this respect 
would apply to almost any general investment function. Kaldor’s 
solution—he makes long-run investment dependent on turnover and 
changes in the rate of profit on capital—is certainly not inferior to 
other assumptions in this field and superior to some of them’. 

Newer ground is broken with the technical progress function. 
In a short-run Keynesian model technical progress can be safely 
neglected. Output is simply a function of employment. But when we 
allow the capital stock to grow significantly, we deal with longer 
periods in which technical progress will also play its part. Technical 
progress has often proved as a rather untractable factor in growth 
theories, since its course seems less amenable to definite abstract 
formulations than some of the traditional economic relationships. 
One can, of course, leave it outside the economic framework and 
regard it as an exogenous variable. This is, however, not very satis- 
factory from the point of view of both theoretical perfection and 
practical application. 

Kaldor takes the ambitious step of making technical progress an 
essential element in his theoretical structure. But to keep this structure 
manageable and determinate within the traditional frame of modern 
growth theory he has to adopt a very simplified and, it seems to me, 
rather peculiar technical progress function. 

Its main feature is that it establishes a definite link between capital 
investment and technical progress. There is a steady flow of new 
ideas, and the rate of investment determines in a unique way how 
and to what extent these inventions are used. Technical progress, 
instead of being a separate (endogenous or exogenous) factor influ- 
encing the growth of income over and above the application of 
capital, becomes fused with capital investment into one single re- 


7. I would, however, take exception to one argument which Kaldor advances 
in favour of his assumptions. At the end of footnote 2 on p. 601 he points out 
that his investment function is consistent with a stable equilibrium of steady 
growth while a certain competing formulation is not. Since the existence of a 
stable equilibrium of steady growth (in an unregulated market economy) has 
never been proved, the convenience of a function for such a steady growth model 
can hardly tell us anything about its realistic quality. 
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lationship. The form of the relationship is given by Kaldor in Figure 1 
of his article, which is reproduced below. C; and QO; represent the 
capital per worker and the annual output per worker at time ¢, so 
that the abscissa represents the annual percentage growth in capital 
per worker, and the ordinate the annual percentage growth in 
output per man. (With a constant population and full employment 
the diagram also represents the relationship between growth rates in 
total capital and total output.) The 77’ curve represents the link 
between capital growth and income growth with the technical 
progress built in uniquely into the investment process. A certain 
amount of technical progress is assumed to take place independently 
of new capital investment. That is the reason why the 77’ curve 
starts above the origin. The height of the curve will depend on the 
inventiveness of a community, but otherwise a certain constancy in 
the flow of new ideas is assumed. 


Fig. 1 


1 dO 


O, dt 


45 








1 dC 

CG, dt 
The relationship between the growth rates of capital and output 
determines the course of the capital-output ratio. If output grows at 
a quicker rate than capital, the capital-output ratio will decline and 
vice versa. Consequently, the capital-output ratio will decline as 
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long as the TT’ curve lies above a line drawn from the origin at an 
angle of 45 degrees (representing equal growth rates for capital and 
output), and will increase when 7T’ falls below that line. 

To have such a compact theory of technical progress and capital 
investment is a great boon, if one is on the look-out for a compre- 
hensive theory of economic growth. It permits us to concentrate our 
attention on the investment process pure and simple without having 
to worry which different forms it may take and what different 
consequences it may have with regard to output. As Kaldor puts it: 
“The recognition of the existence of a functional relationship be- 
tween the proportionate growth in capital and the annual pro- 
portionate growth in productivity shows the futility of regarding the 
movements in the capital-output ratio as dependent upon the 
technical character of the stream of inventions—according as they 
are predominantly ‘labour-saving’ or ‘capital-saving’ in character’. 

The only trouble with this statement is that the existence of the 
said functional relationship has not yet been “recognised”’, if we 
mean by “recognised’”’ empirically tested. This relationship is a very 
ingenious assumption, but it is at present not more than an assump- 
tion, and a highly simplified one at that. Nor does it away with the 
distinction between “labour-saving” and “‘capital-saving’’ inven- 
tions. The case is rather that Kaldor has built some very special 
assumptions about capital-saving and labour-saving innovations 
into his model which result in his single-valued relationship between 
the capital-output ratio and net investment. 

Kaldor assumes that there are some output-increasing innovations 
introduced all the time quite independently of any capital investment. 
That is, he assumes a constant flow and introduction of capital- 
saving devices. This gives us right from the start (i.e. before any 
investment takes place) an influence which makes for a fall in the 
capital-output ratio. As soon as investment sets in it is necessarily of 
a labour-saving type, since Kaldor assumes continuous full em- 
ployment so that (with a constant population) there are no reserves 
of man-power and none must be created. Since, additionally, no 
spectacular new techniques are introduced, the increasing appli- 
cation of labour-saving devices with growing investment will lead to 
diminishing returns to capital and a rising capital-output ratio. The 


8. Op. cit., p. 597. 
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more investment grows, the more this rising tendency will absorb the 
initial reduction in the capital-output ratio until—at a certain rate 
of investment—the ratio begins to surpass the level attained in the 
previous period’. 

Kaldor has thus not done away with the ticklish problem of 
labour-saving and capital-saving inventions. He has only assumed a 
certain definite frame for them by the shape of his TT’ function and 
by stipulating uninterrupted full employment. But is this not a rather 
artificial picture? Do we not have in reality a considerable pool of 
technical knowledge and research opportunities on which the capital 
investor can draw??? According to the choice investors make we shall 
obtain different technical progress functions (77’ curves) and 
different “‘points of equilibrium” in Kaldor’s system?1. This does, of 
course, presume that there are economic factors pulling and pushing 
investors into different choices. Kaldor’s assumptions leave no room 
for such factors. Two of his assumotions help to escape this problem 
of varying technical forms of given quantities (or rates) of investment. 

The first is the assumption of uninterrupted full employment 
growth. In such a state (and with a constant population) every given 
increase in capital yields only one possible capital-labour ratio and 
therefore a unique degree of “‘labour-savingness”’. This leaves (given 
the known technical methods) only one profitable policy open to the 
investor!?: to maximise output over the given number of workers. Choices 
with regard to “capital-saving’’ and “labour-saving”’ inventions 
necessarily lose their meaning, if variations in labour supply are 


g. Fora fuller treatment ofthis point see the Appendix (pp. 584-586). See also 
FERDINAND GRuniG, “‘Substitution und technischer Fortschritt im gesamtwirt- 
schaftlichen Wachstumsprozess”’, Konjunkturpolitik, No. 1, 1959, particularly 
PP- 3-5. 

10. ‘‘There are many alternative production methods: (1) there are choices 
among alternative processes; (2) there are choices among variants within 
processes; (3) there are choices among varieties and grades of a given commodity 
produced; (4) there are choices among forms of plant or process expansion.”’ 
H. B. MALMGREN, ‘“‘What Conclusions are to be Drawn from Empirical Cost 
Data?’’, Journal of Industrial Economics, March 1959, pp. 136-144. 

11. Kaldor admits the possibility of shifts in the 77’ curve in times when 
there is a burst of new inventions or when ideas dry up (p. 598). But for normal 
times a single and fairly stable TT’ curve is assumed. 

12. Or rather to the average result of total investment activity. 
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ruled out and capital accumulation becomes the only variable. As 
soon as we permit changes in employment and various possible 
technical combinations between (a given quantity) of capital and 
labour the uniqueness of the 77’ function vanishes. The same 
amount of capital investment can be combined with different 
amounts of labour and this will yield different rates of output growth 
and different capital-output ratios!%, 

To this one can, of course, object that it is no use arguing this way, 
since Kaldor specifically excludes less-than-full-employment situ- 
ations. But Kaldor quite obviously did not just want to discuss 
logical relationships within some model of full employment; he was 
out to build a long-term reference model for actual capitalist 
economies. The aforementioned objection will, therefore, not suffice. 
If employment variations do play a part and investment can create or 
absorb unemployment, then technical development and economic 
growth may take a different course from that indicated by a model of 
permanent full employment. If Kaldor excludes unemployment, 
because “‘an equilibrium of steady growth is inconsistent with under- 
employment equilibrium” (p. 594), he argues again in terms of the 
“traditional” growth models which presuppose an equilibrium of 
steady growth. Experience has, however, shown that such an equi- 
librium does not exist in free-market economies. Long-term growth is 


13. Perhaps the gist of the argument can be put this way. (For the sake of 
simplicity we shall state our argument in terms of absolute quantities rather than 
in terms of growth rates.) 

The capital-output ratio can be expressed as follows: 


K K W 

a: ww oF 
where K, Y, Ware real capital, real output and the number of workers respectively. 
Now, if we assume W fixed (at full-employment level) and techniques of 
production determined by the amount of capital per worker (so that Y is a 
unique function of K/W), then K/Y is uniquely determined by K/W or simply 
by &. In other words, a certain amount of absolute capital investment will strictly 
determine the size of the additional output and the capital-output ratio. If we 
let W vary, Y will still depend on K/W (technical knowledge given) and so will 
K/Y. But the same absolute amount of capital investment will not necessarily be 


linked with a given amount of W so that Y and K/Y are not uniquely determined 
by K. 
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the outcome of unsteady developments which follow rules differing 
from those of a full employment model. 

The objection to Kaldor’s unique technical progress (and capital- 
output) function does, by the way, also hold if we have the kind of 
full employment we have known since the war. If there is a public 
sector absorbing and releasing workers in accordance with fluctu- 
ations in the private sector, investment in the private sector will still 
be able to combine capital with a greater orsmallernumber of workers, 
to be more “‘labour-saving”’ or more “‘capital-saving”’!*. In this case, 
too, we can have a multitude of 77’ curves rather than a single one. 

There is, however, still another point in Kaldor’s assumptions by 
which he tries to get rid of the complexities introduced by the problem 
of different technical combinations. He regards the choice of 
“techniques” as independent of changes in the share of profits and 
wages and of changes in the rate of profit and makes it “entirely a 
matter of the relative prices of different types of capital goods, which 
can be assumed to alter with the accumulation of capital and the 
progress of techniques in the capital-goods making industries” 
(p. 603). As an illustration Kaldor presents us with the example of a 
developed and an underdeveloped country, the first one using bull- 
dozers and the second one shovels. The difference in techniques he 
explains by the relatively lower prices of bulldozers (in terms of 
shovels) in the developed country. The obvious argument that the 
underdeveloped country could obtain the same relative prices 
through international trade he tries to brush aside (in footnote 1 on 
p. 603) by pointing out that there may be no market for the inferior 
capital goods in the developed country. But this answer is not very 
convincing: (1) If it were true that only relative prices of capital 
goods (and not of labour) count, why should there be no market for 
relatively cheap shovels in the developed country? 15. (2) Even if the 


14. I assume that Kaldor’s technical progress and investment functions apply 
only to the private sector. A government pledged to full employment will 
necessarily have to adopt different criteria. 

15. If we allow wage and profit levels to enter the picture the preference for 
bulldozers becomes easily understandable. 

Kaldor’s assumption also leaves no room for the hypothesis that the develop- 
ment of highly mechanistic methods of production in 1gth century America 
was due to a high supply price of labour (which in turn was closely connected 
with the availability of free or cheap land). 
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underdeveloped country imports all its capital goods and is thus 
confronted with exactly the same price relations for capital goods as 
the developed country, is it not likely—with cheap labour available— 
to use shovels more often? 

Kaldor does not completely deny the influence of wage and profit 
changes on the choice of techniques, but he tries to belittle this effect 
and he cuts it out completely when he comes to the construction of 
his model. In this way the uniqueness of his technical progress 
function is secured. It depends solely on the rate of investment and 
establishes an unequivocal link between (full employment) growth 
rates of investment and growth rates of output. When in the long run 
the economic forces have established an equilibrium between these 
two growth rates, the economy (output and capital) will grow at a 
definite rate which is uniquely determined by the coefficients of the 
technical progress function. This is Kaldor’s equilibrium rate of 


growth G, where x” 


iar oe ar 

(x” and #” being the coefficients of the technical progress function). 

From what has been said before it will be clear what, in my 
opinion, the shortcomings of this formulation are. By assuming a 
steady full employment growth and by linking the investment 
process to one single technical progress function, a basic, technically 
determined equilibrium rate of growth is established to which other 
economic variables (e.g. savings) have to adjust. If we, however, 
admit that over longer periods employment in the private sector can 
fluctuate and that the form of investment will be influenced by wage- 
profit relationships, then there will be no unique (technical) relation- 
ship between capital growth and output growth but several possi- 
bilities (a whole family of 77’ curves). The long-term rate of growth 
emerging from the events in many short-run periods (shall we call it 
the “equilibrium rate’’?) is not a unique technically determined 
quantity, setting the frame to which other economic variables 
passively adjust. It will itself be influenced by the way in which this 
adjustment takes place!®. Several “equilibrium” rates of growth 


16. We can imagine, for instance, that investment and growth will take 
different forms in a society where the wage share is high and the saving propensity 
of workers is low, as compared with a society where the wage share is low. In the 
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become possible. Of course, some technical possibilities are so 
obvious and some technical limitations so pervasive that the differ- 
ences between these rates (for a given community) will not be very 
great. But even small differences in growth rates can have significant 
repercussions. 


2. The Distribution Theory” 


With the long-term equilibrium rate of growth determined by his 
technical progress function Kaldor can round off his model by 
showing how investment and savings adjust to this growth rate. This 
yields him an interesting distribution theory for a growing economy, 
the elements of which he had already developed in an earlier paper’. 
As I mentioned before, I shall not deal with the investment function 
but shall restrict myself mainly to the savings function. This will also 


former consumption will be high, investment will be comparatively small and 
mainly labour-saving (which in turn may influence the level and share of wages), 
income will grow slowly but perhaps smoothly. In the latter consumption will be 
low, income and investment will grow at high rates in periods of expansion, but 
be exposed to greater disturbances and set-backs. These examples are, of course, 
pretty far removed from Kaldor’s assumptions, but they are mentioned in order 
to indicate how these assumptions are to be relaxed when we try to get nearer to 
actual growth. 

17. Since this was written Professor Bombach has published an interesting 
article which to a certain extent covers a similar field as Kaldor’s essay (GOTTFRIED 
BompacH, ‘“‘Preisstabilitat, wirtschaftliches Wachstum und Einkommens- 
verteilung”’, Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik, Marz 1959, 
S. 1-20). Some of my remarks with regard to Kaldor’s theory of distribution 
could—with certain minor changes—also be applied to some aspects of Bombach’s 
views. His theory is, however, less open to the criticism raised in this article, (1) 
because his analysis is more short-term than Kaldor’s so that the assumption of 
constancy in the behavioural parameters is more justified, and (2) because 
Bombach himself stresses that his model is only meant to serve as a “‘Denk- 
schema”’ for analysing various possible situations and not as the basis for eco- 
nometric verification. 

18. N. Katpor, ‘‘Alternative Theories of Distribution’, Review of Economic 
Studies, Vol. xx (1956), No. 2. See particularly pp. 94-100. Much of what is 
said in the present article is also of relevance in connection with this earlier 
essay of Kaldor. 

Since writing this paper I have come across a short critical appreciation of 
this article by Kaldor: Sipney WeEINTRAUB, An Approach to the Theory of Income 
Distribution (Philadelphia 1958), Appendix to Chap. 5 (pp. 104-107). In some 


points Weintraub’s remarks coincide with my own observations. 
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enable me to say some words about Kaldor’s new (or “‘Keynesian’’) 
distribution theory. 

In equilibrium “‘desired” investment will not only be geared to 
the “equilibrium” rate of growth, savings will also equal “‘desired”’ 
investment. In Keynes’ system the adjustment of savings to in- 
vestment is achieved through changes in income and employment, 
a certain saving propensity being assumed. This possibility is not 
open to Kaldor, since he assumes full employment and can therefore 
not admit adjustments via the employment (and output) mechanism. 
The place of varying employment with a given average saving 
propensity is taken in his model by variations in the income distri- 
bution and a split of the average saving propensity into a wage- 
earners’ and a profit-earners’ propensity. Reduced to linearity, and 
calling savings S, profits P, and income Y (all in real terms), Kaldor’s 
saving function is of the form 


S:=aPe+ B (%—P) l>a>fh>0 


Here « is the saving propensity of profit earners and £ the saving 
propensity of all other income earners (wage and salary earners). 
Since « can be assumed to be greater than , any shift in shares from 
wages to profits will increase savings and vice versa. We thus get a 
savings schedule dependent on income shares which together with 
the investment schedule will yield the savings-investment equilibrium 
together with an equilibrium of income distribution (see Fig. 2)}%. 

That Kaldor deals with two separate propensities to save is 
definitely a step forward in comparison to the simpler notion of a 


single propensity to save which does not allow for the effects of 


changes in the distribution of incomes. But let us be clear that the 
gain in realism is small. Kaldor introduces his two propensities 
mainly for analytical reasons. He needs them in order to be able to 
draw up a savings schedule in a model from which he has banned all 
lapses from full employment. 

When we deal with the (Keynesian) short run where changes in 
employment are probably of more import than changes in distri- 


19. This diagram has to be distinguished from the similar ““Keynesian’’ diagram 
(see, for instance, L. R. Kietn, The Keynesian Revolution, New York 1947, p. 178, 
Fig. 11). In the Keynesian diagram we find on the abscissa Y and on the ordinate 
Tand §. 
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bution, the use of a single saving propensity may be sufficient as a 
first approach. Similarly, this simplified assumption may be sufficient 
for a long-term model which wants to show the place of saving in the 
interplay of forces making for smooth growth. But if we want to 
grapple more realistically with long-term tendencies (and this is 
obviously Kaldor’s aim) this simple assumption is no longer adequate, 
not even as a first approach; nor does the mere division of the single 
propensity into two meet the problem. What now becomes the main 
question (a question that does not matter in the short run) is the 
stability of the saving propensities. 


Fig. 2 


ml oH gil 











P 
z 

In Kaldor’s system « and f are constants which have a decisive 

influence on the division of income between profits and wages?°. 

This makes the distribution of income the unique result of certain 

independent psychological and institutional?! factors. This I regard 


as inadmissible. « and #, the two saving propensities, cannot be 


20. ‘‘For the level of profits has to be such as to induce a rate of investment 
that is just equal to the rate of savings forthcoming at that particular distri- 
bution of income.” “‘A Model’’, op. cit., p. 606. 

21. KALporR mentions the importance of company saving. ‘Alternative 
Theories”’, op. cit., p. 95, footnote 1. 
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regarded as constant or even as independent variables in longer-term 
considerations?*, They will be influenced by the way in which short- 
period disequilibria in saving and investment plans (which Kaldor 
admits into his system) have been resolved, by the way in which the 
present income distribution was reached. Whether in inflationary periods 
profits or wages push ahead more rapidly, whether prices are 
“administered” or free, what stratagems the trade unions apply, all 
this and many things besides will influence what sort of « and £ will 
be combined with a certain income level and income distribution?*. 
More than that: the « that has been established (the consumption 
habits of the capitalists) will have repercussions on £ and possibly 
vice versa. In short, there are a number of historical and sociological 
factors (bargaining power, militancy of trade unions, government 
intervention, etc.) which will influence the saving propensities and 
the distribution of incomes?*, They must not be neglected when we 
deal with long periods. 


22. KENNETH BouLpinG, who about ten years ago constructed a macro- 
economic model of income distribution which has some points of similarity with 
Kaldor’s theory, recognised this fact. On p. 269 of his A Reconstruction of Economics 
(New York 1950) he writes: ‘“The dynamics of all these models is likely to be 
complicated by the dynamic instability of the transfer factor, and even of the 
consumption and investment functions themselves. They are therefore to be 
taken as illustrative rather than definitive pictures of the economic system, and 
yield us perhaps more insight than knowledge. They serve to illustrate, however, 
the complexities of the real world.” 

23. The idea that the struggle for wages may influence the long-term saving 
and consumption habits of entrepreneurs was expressed more than thirty years 
ago by Maurice Doprs in the chapter on Bargaining-Power in his Wages (London 
and Cambridge, 1928). The following quotation gives a good idea of the views 
expressed there: 

“*...it seems logical to conclude that the level of income of yesterday, de- 
veloping certain customary standards which come to be regarded as ‘normal’, 
influences to-day’s supply-curve of capital as much as it influences the supply- 
curve of labour. The one no more than the other can be regarded as an inde- 
pendent variable; and the old theory, formulated as a group of equations, only 
remains consistent by assuming certain quantities as given (or as ‘constants’) 
which can in practice be influenced by custom and hence by arbitrary ‘inter- 
ference’ such as that of collective bargaining or legislative action.’’ (p. 103.) 

24. Modern consumption theories pay increasing attention to historical and 
sociological factors. They appear, for instance, in Duesenberry’s and Modigliani’s 
models, where income peaks reached in the past and relative status in the income 
scale influence the propensity to save. 
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In terms of Kaldor’s model this means that there is not a unique 
S:/% related to a given P;/¥;. Different rates of saving may be 
compatible with a given share of profits. In Figure 2 there will be 
not just one but several SS’ curves. Which one will apply and what 
the “‘equilibrium”’ point of saving and investment will be, will 
depend on the path by which this point is reached®*. The different 
points will not yield widely differing solutions: in a capitalist 
economy which is to function, the shares of wages and profits can 
hardly be dramatically altered. But the differences will be sufficiently 
important to make the assumption of a singular relationship between 
savings and the distribution of incomes unpracticable. 


The points raised in this and in the previous section help to show the 
insufficiency of a closed growth model which tries to restrict itself to 
a few simple economic variables and relationships. Drawing together 
the equilibrium conditions from his technical progress, investment, 
and savings functions Kaldor obtains the following formula for the 
“equilibrium” share of profits to income (giving the equilibrium 
distribution of income in a steadily growing full employment 
economy with constant population) : 


a 
p ? i a 


Y a—B 


(where KX is real capital). Here y” is given by the technical progress 
function, K/Y by the investment function, and « and £ are the two 
propensities to save. As I have tried to show, at least y”, «, and # 
cannot be regarded as constants in a long-term model, nor can they 
be regarded as independent of the actual course of the left-hand side of 


25. A simple artificial example may illustrate this. Let us assume an upper 
class with a high income share and a high propensity to consume. Their con- 
sumption may stimulate prestige spending among the wage and salary earners so 
that we may have a small « and a negligible 8. A more equal distribution of 
incomes (achieved in one way or other) may raise a, if the property-owning 
classes want to maintain their capital accumulation rather than their con- 
sumption growth, and the greater equality in consumption may also reduce 
prestige spending and so raise £. In the end we may have the same amount of 
saving though the relative shares have changed. 
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the equation (the distribution side) **. To explain the income distri- 
bution (and other aspects of the growing economy) one has, therefore, 
to go beyond the circle of variables and relationships used so far, and 
to consider how they themselves are changed in the course of economic 
developement. 


3. The Restricting Conditions 


In this context a further point in Kaldor’s model is worth mentioning, 
because it helps to illustrate the influence of the historical factor. 
The working of Kaldor’s model is subject to two restrictions, viz. 
(1) that profits should not be greater than the surplus available after 
the labour force has been paid a subsistence wage-bill, and (2) that 
profits are higher than the minimum required to secure a margin of 
profit over turnover below which entrepreneurs would not reduce 
prices, irrespective of the state of demand. Now, here again “‘sub- 
sistence wages” and “minimum profit margins” are not absolute but 
historically grown quantities. What is regarded as a subsistence 
wage or a minimum profit will largely depend on what level of 
wages and profits wage and profit earners have been able to cut out 
for themselves in the past. The room for smooth changes in income 
distribution (at full employment) will therefore probably be much 
smaller than Kaldor indicates by the waved and dotted lines in his 
Figure 2. The frontiers may look more like the lines I have drawn in 
my Figure 2 (p. 579). This means that a full employment adjustment 
via a redistribution of incomes will soon come to an end either 
because of the resistance of workers against a cut in real incomes (or 
even in real income growth) or of profit earners against a fall in profit 
margins. In the second case the result will be unemployment 
(through oversaving), in the first case we may also get unemploy- 
ment, if employers want to break the wage front of the workers, or 
there will be a shift from investment to consumption (which may 
actually stabilize the system). These limitations show that the 
assumption of an equilibrium of steady full employment growth is 
unlikely to be fulfilled in an unregulated capitalist economy. 


26. That some dependence may exist and may disturb the working of his 
model is—as far as the investment side is concerned—admitted by Ka.por. 
See his “‘Alternative Theories’, op. cit., p. 98. The notation in this article differs 
from the one adopted in the ‘‘Model’’ and used here. 





ta 
re 


th 


gl 
co 





LIMITATIONS OF ECONOMIC GROWTH MODELS 583 


The historical element in wage and profit levels is fully recognised 
by Kaldor when he deals in a final section with short-period develop- 
ments and fluctuations. But he assumes that “long-term investment 
requirements and saving propensities are the underlying factors 
which set the standard around which these customary levels are 
formed, and which are responsible for the gradual change of these 
levels in any particular economy, or for differences as between 
different economies’’?’. This view seems to me to be the result of an 
attempt to find a way back from the modern growth models to 
reality. But I doubt that this is a realistic approach. The long-term 
investment requirements and saving propensities are the outcome of 
the many political and sociological pulls and pushes in the many short 
periods which make up the long. To be sure, these pulls and pushes 
take place in an economic environment which gives them only very 
restricted play. Economic growth models have displayed some of 
these restricting conditions. But this is no permanent substitute for 
the inclusion of a larger number of factors and influences which will 
give us a more realistic though less rounded picture of growth 
conditions. 


4. Conclusion 


Economic growth models of the modern type have served an im- 
portant purpose. They have shown the logical relationships that 
must exist between different macro-economic aggregates, if an 
economy is to grow smoothly. In order to do this it was quite sufficient 
to erect the theory on a few simple assumptions and relationships. 
Though practical conclusions can be (and were) drawn from that 
theory, it was from its start not really designed to mirror actual 
growth in either developed or under-developed countries*®. 

The attempt to bring growth theory into closer touch with 


27. “A Model’’, op. cit., p. 622. 

28. It is typical that the plentiful literature on underdeveloped countries, 
with its more practical bent, has flowered rather independently of contemporary 
growth theory. In the view of ALBERT O. HirscHMAN ‘“‘a model based on the 
propensity to save and on the capital-output ratio is bound to be far less useful in 
underdeveloped than in advanced economies... It does not really tell us much 
about the key mechanisms through which economic progress gets under way and 
is carried forward in a backward environment’’. The Strategy of Economic Develop- 
ment, New Haven 1958, pp. 32/33. 


2 
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reality soon reveals that the special assumptions on which it builds 
and which invest it with a rounded completeness are too limiied. 
When we deal with periods stretching over several years or even 
decades, many of the “given relationships” that were taken over 
from short-period economics can no longer be regarded as “‘given’”’. 
They are moulded by other economic and so-called “‘extra-economic” 
influences which are themselves essential parts of the long-term 
development process. There must be—now that a large part of the 
important spade work of the young growth theory has been achieved 
by pioneers like Harrod, Domar, Fellner, Kaldor, Robinson, and 
others—a greater readiness to admit these “‘disturbing”’ factors into 
the discipline. This does not mean that sensational new develop- 
ments are the order of the day. Classical growth theory from Malthus 
to Marx has worked with very definite assumptions with regard to 
social and sociological influences. Marx, in particular, has shown a 
mastership in combining economic and sociological development 
analysis, which has hardly been equalled till to this day. An ex- 
tension of current growth analysis in these directions will help 
economic theory to be of more direct use to economic policy”®. 


Austrian Institute of Economic Kurt W. RotuscHILp 
Research, Vienna ( Austria ) 


APPENDIX 


Kaldor’s “Technical Progress Function’’ takes the following simplified 
(linear) form in his model (see p. 604/5) : 


Ter —Te _ es ge he 
% 


Y%, [:, and K; are real income, investment and capital in the period ¢. 

It is assumed that a” >0 and 1 > 6” >0. But the assumption «” >0 means 
that all the time capital-saving inventions are applied (quite independently from 
capital investment), and the assumption | > 6” > 0 means that all the investment 
(with population constant and employment full) is of the labour-saving type 
without technical invention preventing diminishing returns to capital. The 


29. See E. RonALD WALKER, From Economic Theory to Economic Policy, Chicago 
1943. 
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result is that a very special course for the capital-output ratio is mapped out. 
We can see this quite easily by slightly reshaping Kaldor’s formula. 


Fea _ yey get 
nN Kt 
or 
AYr AK 
=a" +p" (1) 
td K 


Taking reciprocals of (1), we get 


Y K 


AY a’K+p"A4K 
or 
_K (AK K 
ed 
ar" ae 2 


Denoting the capital-output ratio K/Y by R, and the marginal capital-output 
ratio A4K/AY by AR, we can write 


f° AR= pets. 
AY 
and 
| a 
AR= —R— 
B” Bg’ AT 

As long as AY is small, AR will be smaller than R so that the average 
capital-output ratio will fall. But as A Y increases (with increasing J) 4R will 
approach the first term, and since B”< 1, AR will become greater than R and 
the average capital-output ratio will increase. 

If we leave Kaldor’s special assumptions we easily get a model where the 
capital-output ratio is more flexible and less uniquely tied to the investment 
process. Let us, for instance, assume that there is no autonomous supply of 
capital-saving inventions («” = 0), and that investment can be accompanied by 
the invention of capital-saving methods so that (over a certain range) returns to 
capital can be increasing as well as diminishing (no restrictions on B” except 
that it is > 0). In this case Kaldor’s technical progress function reduces to 


N+. — YN = B” I, 
N Ky 


and the capital-output ratio can rise (B”<1) or fall (6”>1) with rising in- 
vestment right from the beginning of new investment. 
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Terr—Te _ gy he 
N K; 
ay . of 
- = B —— 
r K 
4r_ 4? 
AK K 
AK 1K 
AY p’ Yr 
i 
AR=-_R 
B 


If B” <1, the average capital-output ratio increases and vice versa for B” > 1. 


SUMMARY 


In the past twenty years the theory of economic growth has experienced big 
advances. But the very attempt to push into new and wider regions has shown the 
limitations set by the assumptions and the framework of modern growth theory. 

This theory grew out of the short-term Keynesian model as an attempt to find 
out the logical relationships that must exist between different macro-economic 
aggregates, if an economy is to grow smoothly in the long run. In order to do this it 
was quite sufficient to erect the theory on a few simple assumptions and relation- 
ships. 

More recently, however, there has been a growing tendency to build on these 
foundations theoretical models of actual economic growth. A very advanced 
example of this type of work is Kaldor’s ‘‘Model of Economic Growth’’. This model 
{and particularly the long-term theory of technical progress and income distri- 
bution contained in it) is used as a basis for discussing some of the limitations of 
current growth theory. 

It is shown that with an approach to more realistic problems the special 
assumptions of the growth models used up till now become too narrow. When we 
deal with periods stretching over several years or even decades, many of the 
“‘given relationships”? that were taken over from short-period economics can no 
longer be regarded as “given’’. They are moulded by other economic and so- 
called ‘‘extra-economic”’ influences which are themselves essential parts of the 
long-term development process. There must be a greater readiness to admit these 
“‘disturbing”’ factors into the discipline. This will give us perhaps a less rounded 
picture of economic growth, but what is lost in this direction will be gained in 
realism and relevancy. 
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ZUSAMMENFASSUNG 


Die Grenzen der wirtschaftlichen Wachstumsmodelle. In den vergangenen zwanzig 
Jahren hat die Theorie des wirtschaftlichen Wachstums grosse Fortschritte ge- 
macht. Aber gerade die Bemithungen, immer neuere und weitere Bereiche zu er- 
schliessen, haben Begrenzungen erkennen lassen, die sich aus den Annahmen und 
dem Rahmen der modernen Wachstumstheorie ergeben. 

Diese Theorie entwickelte sich auf dem Boden des kurzfristigen Keynesianischen 
Modells und stellt einen Versuch dar, die logischen Beziehungen zwischen ver- 
schiedenen makro-6konomischen Gréssen herauszufinden, die existieren miissen, 
wenn ein reibungsloses lang fristiges Wachstum der Wirtschaft gesichert sein soll. 
Zur Behandlung dieser Aufgabe geniigte es, die Theorie auf einigen wenigen ein- 
fachen Annahmen und Beziehungen aufzubauen. 

In neuerer Zeit gibt es aber immer mehr Versuche, aus den bestehenden 
Grundlagen theoretische Modelle der tatsachlichen langfristigen Wirtschafts- 
entwicklung zu formen. Ein hochentwickeltes Beispiel dieser Richtung ist Kaldors 
« Model of Economic Growth». Dieses Modell (und besonders die langfristigen 
Theorien der technischen Entwicklung und der Einkommensverteilung, die in 
ihm enthalten sind) bildet die Grundlage fiir eine Diskussion der Grenzen der 
gegenwartigen Wachstumstheorie. 

Es wird gezeigt, dass sich bei einer Ausrichtung auf realistischere Fragestel- 
lungen die besonderen Annahmen der bisherigen Wachstumsmodelle als zu eng 
erweisen. Wenn wir es mit Perioden von mehreren Jahren oder gar Jahrzehnten 
zu tun haben, kénnen viele der «gegebenen Beziehungen», die aus kurzfristigen 
Modellen iibernommen wurden, nicht mehr als «gegeben» angesehen werden. 
Sie werden durch andere 6konomische und sogenannte «nicht-dkonomische» 
Krafte beeinflusst, die ihrerseits wesentliche Bestandteile des langfristigen Ent- 
wicklungsprozesses sind. Es wird notwendig sein, diese «stérenden» Faktoren in 
grésserem Masse in die Theorie einzubeziehen. Das Resultat wird vielleicht eine 
weniger abgerundete, dafiir aber umso realistischere und relevantere Theorie sein. 


RESUME 


Les limites des modéles de croissance économique. Durant les vingt derniéres années, la 
théorie de croissance économique a réalisé de grands progrés, mais en fait, les 
efforts en vue d’explorer de nouveaux et plus vastes domaines ont montré les 
limites qui résultent des hypothéses et du cadre de la théorie moderne de croissance. 

Cette théorie est dérivée du modéle a court terme de Keynes et constitue une 
tentative de trouver les relations logiques qui doivent exister entre différentes 
entités macro-économiques, pourqu’une économie soit 4 méme de s’accroitre sans 
heurts a long terme. Pour s’acquitter de cette tache, il suffisait d’élaborer une théorie 
sur quelques hypothéses et relations simples. 

Ces derniers temps toutefois, on s’est efforcé de plus en plus de construire sur 
ces fondements des modéles théoriques de croissance économique actuel. Un 
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exemple poussé de ce genre de travaux est l’ouvrage de Kaldor « Model of Eco- 
nomic Growth». Ce modéle (et en particulier la théorie 4 long terme du progrés 
technique et de la répartition des revenus qu’il contient) est utilisé comme une 
base de discussion de quelques-unes des limites de la théorie de croissance actuelle. 

Il est démontré qu’en abordant des problémes plus réalistes, les hypothéses 
particuliéres des modéles de croissance utilisés jusqu’ici se révélent trop étroites. 
Lorsque l’on doit considérer des périodes de plusieurs années ou méme des dé- 
cennies, nombre des «relations données» qui ont été reprises des modéles 4 court 
terme ne peuvent plus étre regardées comme «données». Elles sont fagonnées par 
d’autres facteurs économiques et par des influences dites extra-économiques qui 
constituent elles-mémes des parties essentielles du processus de croissance a long 
terme. II sera nécessaire de faire montre de plus d’empressement a admettre ces 
facteurs « perturbateurs» dans la théorie. Cela nous donnera peut-étre une image 
moins schématique de la croissance économique mais, en revanche, la théorie 
sera d’autant plus réaliste et adéquate. 
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RIVER VALLEY 
DEVELOPMENT PROJECTS: 
PROBLEMS OF EVALUATION 
AND SOCIAL COSTS’ 


1. Introduction 


Geography and climate have made many regions of India arid re- 
gions exposed to heavy evaporation and account for the fact that 
heavy and assured rainfalls occur only in a few zones. The average 
rainfall in the rest of the country is not only small but subject to 
great variations. It is this inadequacy and unevenness of rainfall 
which give rise to recurrent crop failures in some areas and makes 
other regions desert areas*. The only dependable way of providing 
an assured supply of water is to store the precipitation in catchment 
areas which have regular and abundant rainfall and to divert this 
water through canals to the areas with inadequate and uneven 
rainfall. 

Current estimates place the rate of population growth in India 
at 1.8% or 1.9% per annum as against earlier estimates of 1.2% 
to 1.5%. A recent report of thirteen American agricultural experts 
working under the auspices of the Ford Foundation estimates that 
India will have added 80 million people to her population by 1966 
(the end of the Third Five Year Plan). Food production must be 
increased by 57% during the next seven years if the increased popu- 
lation is to be fed. No conceivable program of imports or rationing 
can meet the anticipated gap of 28 million tons of foodgrain by 1966°. 


1. The author spent nine months in India as a Fulbright Research Professor 
at the Gokhale Institute of Economics and Politics in Poona during the academic 
year 1957/58. He gratefully acknowledges the stimulating discussions with his 
colleagues at the Institute. 

2. There are regions with a mean deviation percentage of 22% in the South 
West Monsoon and 38% in the North East Monsoon. 

3. See The Government of India, Report on India’s Food Crisis and Steps to Meet tt, 
by the Agricultural Production Team sponsored by the Ford Foundation, New 
Delhi 1959, pp. 11 and 12. 
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A slightly more conservative Indian estimate? puts the annual 
(absolute) increase of population at 5.7 million persons. Considering 
that it takes a ton of cereals to feed 7 persons per year, the additional 
supply of food required per year to feed the increased population 
alone would (at a low estimate of 5 million) be 700,000 tons of 
cereals. 

India’s yields per acre are among the lowest in the world. No 
doubt there is considerable scope for increasing average yields per 
acre by adopting modern techniques including the increased use of 
manure and fertilizers as well as improved seeds. However, in view 
of the magnitude of the food gap and the resulting imminent danger 
of starvation and in view of the fact that the problem of backward 
methods of cultivation and agricultural reform have proved to be 
among the most stubborn roadblocks to economic development in 
the past it will remain imperative to expand the area under culti- 
vation. Improved methods of cultivation alone are unlikely to be 
sufficient to cover the food deficit. In India, the deficit can be 
eliminated, if at all, only by transforming submarginal land into 
productive areas. One of the innovating techniques by which this 
must be achieved, is to place additional areas under irrigation and 
thereby to make room for more intensive methods of farming. Ac- 
cording to recent estimates only 20% of the cultivated area is ir- 
rigated and only 6.9% of India’s total water wealth (in terms of 
annual run-off) are employed for irrigation and hardly 3% is har- 
nessed for power. “In 1946, the area under irrigation was 46 million 
acres; the area to be reached by 1961 is 87 million acres, including 
19 million acres due to minor irrigation projects in the First and 
Second Five Year Plan’’®. 

In short, in the absence of alternative foreign sources of food 
supplies which would have to be paid for sooner or later by increased 
exports, the prevention of starvation or even famines of large masses 
of the Indian population in the near future depends upon major 
capital investments in dams and reservoirs as well as an increasing 


4. See P. C. MAHALANOoBis, Anniversary Address entitled ‘“‘Science and 
National Planning’’, National Institute of Science of India, 1958, p. 14. 

5. M.S. THacxer, ‘‘Problems Facing Us Today’’ (Presidential Address, 
Central Board of Irrigation and Power) in Indian Journal of Power and River Valley 
Development, vii, November 1958, p. 1. 
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use of manure, fertilizers and improved seeds. Moreover, unless 
additional water is stored and actually used by cultivators shortfalls 
in food are bound to interfere with the industrialization effort which 
is placed in jeopardy each time shortages of food and raw materials 
interfere either directly or indirectly (via foreign exchange deficits) 
with the implementation of the plan. The fact that major reservoirs 
and dams also contribute to the control of floods and, if properly 
planned can be and often are also used for the establishment of 
hydroelectric plants underlines further the strategic significance of 
investments of this kind. 


2. Problems of Evaluation 


The evaluation of the costs and benefits of river valley projects be- 
longs to one of the most difficult problems in both theoretical and 
applied economics. Despite a rapidly increasing literature there 
seems to be as yet no satisfactory solution in sight®. The almost com- 
plete omission and indeed inability to include important intangibles 
and development benefits as well as potential social costs in the 
traditional benefit-cost ratios is one of the basic weaknesses of all 
current attempts to develop single formal investment criteria within 
the framework of individualistic welfare economics. By concentrating 
on products and services which can be made the subject of market 
evaluations and to which monetary values can be assigned, benefit- 
cost ratios would seem to have persistently underestimated both 
costs and benefits. Indeed no amount of additional energy and in- 
genuity spent on attempts either to quantify and add together the 
tangible benefits (such as irrigation benefits, flood control benefits, 
navigation and power benefits) or to find monetary equivalents for 
the less tangible benefits and “external economies” (such as equa- 
lization of economic and cultural opportunities through balanced 


6. Only the two most recent studies need to be mentioned here: O. EckstTEIn, 
Water Resource Development. The Economics of Project Evaluation, Cambridge, Mass., 
1958; R. N. McKean, Efficiency in Government through Systems Analysis with Emphasis 
on Water Resources Development, New York 1958. For a critical review article of some 
of the relevant literature see J. MARGouIts, “The Economic Evaluation of Federal 
Water Resource Development’’, American Economic Review, xu1x, March 1959, 
pp. 96-111. 
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regional development, public health, soil conservation and defense) 
can alter the fact that we are confronted with social benefits and 
social costs which call for social judgments and social choices. 

Evaluations in terms of market values may perhaps provide a 
first step towards a social judgment but such first approximations 
must never be permitted to become substitutes for the process of 
social evaluation. In fact if they are permitted to monopolize our 
attention to the exclusion and at the expense of the more qualitative 
social benefits and costs, economic analysis deprives itself of the 
opportunity of “‘maximizing”’ its contribution to the planning pro- 
cess which must be based upon a knowledge of the key socio-economic 
processes which multipurpose projects are capable of setting in 
motion. It is highly problematical to concentrate on benefit-cost 
ratios in terms of market values and to relegate the broader social 
benefits and costs into supplementary documents on the grounds 
that these costs and benefits are non-economic and presumably will 
be analyzed and evaluated by political or administrative authori- 
ties’. For in this way they may never be analyzed with the result 
that their significance and scope will be neglected or discovered only 
when it is too late. 

Projects for the development of water resources for an entire river 
valley are major capital investments. Their most important objective 
is to set in motion a cumulative process of growth by providing the 
region with the productive factors which are in short supply: water 
and power (and in some instances navigation facilities and regulation 
of stream flow to avert losses caused by floods). Viewed in this manner 
river valley projects have many characteristics in common with a 
general economic plan of which, indeed, they are frequently an 
integral part. Like a general economic plan a river basin develop- 
ment project must be understood to be much more than a simple 
decision to increase the rate of capital formation in a given area. 
It is a program of strategy, of deliberate state interference with the 
price system in order to assure that the process of circular interactions 
really comes off and develops as planned, to use a recent formulation 


7. “‘It is up to the Congress or the Budget Bureau to search their collective or 
their constituents’ utility functions to decide among projects with different 
combinations of tangible and intangible benefits and costs.’’ J. MARGOLIs, ibid., 


p. 98. 
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by Myrdal®. It is important that the full implications of this formu- 
lation be clearly understood. In the first place the long-term invest- 
ment project cannot be expected to be “‘remunerative”’ in the short- 
run. Indeed, ifit had been remunerative in the short-run, there would 
be no reason why it should not have been undertaken by private 
enterprise. The heavy initial outlays required, the long-term and 
social character of its benefits, the uncertainty of its outcome and 
the fact that the emergence of even the tangible direct benefits 
depends upon a whole series of subsidiary organisational measures 
and joint investments speaks against private enterprise showing 
much, if indeed, any interest in these projects. Secondly, whether 
we wish to refer to river basin projects as public works in these sense 
in which Adam Smith used the term, or as social overhead invest- 
ments, or whether we stress their effects in bringing about an ex- 
tension of markets and hence of the division of labor, or whether 
we emphasize their effects in terms of “external economies’, the 
planning authorities and the theoretical economist will have to find 
a rational conceptual framework in terms of which it is possible to 
describe the cumulative effects which are aimed at and which can 
be expected to accrue over their life span. 

In this connection it will be essential to visualize by means of a 
realistic and rational analysis the circular development process 
which the projects are capable of touching off. To this effect it is 
necessary and indeed a prerequisite of any investment plan of this 
sort, to foresee and identify the relevant and strategic causal re- 
lationships which the project will set in motion as well as the ad- 
ministrative measures required to overcome the rigidities and bottle- 
necks which may stand in the way of the implementation of the plan. 
Not only will it be essential to discover the functional relations be- 
tween enlarged irrigated areas (and additional power facilities) on 
the one hand, and increased output, higher yields, and new in- 
dustrial and urban developments on the other, but it would also be 
important to take account of the secondary changes which these 
increases may induce as well as the social institutions and adminis- 
trative arrangements which are called for in order to assure the 
optimum utilization of the new capital equipment and through it 
the maximum economic advance of the region and the country. 

8. G. MyrpDAL, Economic Theory and Underdeveloped Regions, London 1957, p. 88. 
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Not the least important of these socio-economic changes are such 
negative effects of irrigation as water-logging and man-made malaria. 

In the light of the foregoing considerations it will be clear that 
the complicated process of circular causation which river valley 
projects are capable of setting in motion can be analyzed and as- 
sessed only in real terms. To use benefit-cost ratios calculated in 
terms of current prices as a basis for investment criteria would be 
equivalent to accepting as invariant what is not only sure to change 
but what the development plan is precisely designed to alter. Current 
prices may reflect present supply and demand conditions together 
with all the irrationalities of the present distribution of income and 
of a socio-cultural order which is not geared to the production of 
wealth and the satisfaction of human wants. The real question is 
not whether benefits measured in terms of present prices are sufficient 
to cover current costs but rather what are the potential benefits 
(and costs) under the conditions of the anticipated population in- 
crease or, alternatively, what would be the effects in terms of total 
social opportunity costs if the projected increase in population were 
not matched by a corresponding increase in productive facilities. 
That is to say the development agency will have to concentrate its 
attention on such dynamic factors as population growth and food 
requirements, the potential contribution to farm output which the 
newly irrigated area is capable of making under the alternative 
assumptions that the cultivators adher to their older methods of 
cultivation and that they can be induced, through appropriate ad- 
ditional investments in social persuasion as well as agricultural 
reform, to adopt more progressive methods of farming. The question 
is really: What will be our future needs and our potential accomplish- 
ments which the investment project places within our reach? Only 
in this way can we be reasonably sure that the nature and scale of 
our projects will not turn out to be inadequate and obsolete within 
a few years of their completion. We might indeed get faster growth 
if we paid less attention to the banker’s test and such financial 
measurements as national income and instead concentrated on the 
real requirements and potentialities of the cumulative development 
process which we intend to set in motion. 

As long as we concentrate on single formal criteria either for the 
establishment of social priorities among alternative projects or for 
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the determination of their scale or the improvement of their internal 
productivity once they are in existence, we will probably not make 
much headway in reaching an understanding of either their strategic 
significance or their potential social costs. It would appear that the 
minimum prerequisites are an awareness of the total costs and 
benefits (both tangible and intangible) and a willingness to weigh 
their relative importance in the final decision-making process. That 
is to say we must abandon the hope of analyzing the circular process 
in terms of a single criterion of market value and must instead face 
the much more difficult task of finding a way of assessing effects 
in terms of criteria that are better adapted to the task of measuring 
economic growth than the traditional test of static efficiency in terms 
of marginal costs and marginal returns. 

In an article dealing with the direct benefits of the irrigation 
component of river valley projects? we have endeavored to show 
that the criteria for the evaluation of river valley projects must 
allow the assessment of their over-all contribution to regional 
economic growth. Such criteria of dynamic change cannot be 
found in terms of an index of economic efficiency that measures 
the optimum allocation under static conditions but only in terms of 
an indicator of the progressive improvement in “the economy of 
means” which the investment is likely to make possible from year 
tc year. Labor and capital productivity seem to provide such a test. 
As ratios without upper limit they are not standards of excellence or 
of a static optimum but a standard of socio-economic development 
and general progress in man’s mastery over the sources of his material 
well-being?®. 

There may be additional criteria partly related to the productivity 
test which could serve as further indicators of dynamic change in 
the direction of balanced regional development. Only the following 


g. K. WititaM Kapp, “‘River Valley Projects in India: Their Direct Benefits’, 
Economic Development and Cultural Change, October 1959. 

10. While it is probably possible to measure the total monetary costs of a 
particular river valley project there is no easy way of saying what the alternative 
(marginal) benefit would have been if the same amount of resources had been 
invested in such alternative lines of social investment as education, public health, 
transportation or the promotion of scientific research. Hence in the absence of any 
substantive meaning which may be given to the notion of opportunities foregone 
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need to be mentioned here: Rate of resource employment, degree 
of employment stability, frequency of floods, drought and crop fail- 
ures, standard of living including levels of health and sanitation in 
terms of morbidity and mortality rates, provision of educational 
facilities, population growth, rate of urbanization and industrializa- 
tion and contribution to national defense. 


3. Social Costs 


The following discussion will focus attention on the causal relation- 
ship between irrigation projects and their more important social 
costs. While our data and illustrations are taken from India the 
validity of our analysis is not necessarily confined to conditions on 
the Indian subcontinent. Practically all irrigated farming may give 
rise to far-reaching social losses if proper precautions and controls 
are not adopted from the very beginning. The specific nature of 
these precautions and controls is a technical problem that lies out- 
side the scope of the present article. 

In speaking of social costs of river valley projects we are widening 
a concept which was originally developed to cover only certain 
negative repercussions of private production affecting third persons 
as well as general losses to society caused by productive activities 
carried out for private gain. While it is true that to some extent the 
social costs of irrigation are the result of private farm practices (or 
malpractices) of individual cultivators, in the last analysis it is the 
neglect by public authorities to provide certain subsidiary invest- 
ments and their failure to adopt proper controls which account for 
the emergence of these social losses in the utilization of water re- 
sources. For this reason it is justifiable to consider them as causally 
related to public investments. Just as the social costs of private 
enterprise tend to be neglected unless proper controls are intro- 


in specific cases of public investments the principle of opportunity costs, while 
formally correct, is nevertheless empty as an investment criterion and as a guide to 
public decision making. For a further elaboration of the distinction between the 
static concept of efficiency and the dynamic concept of productivity see W. DUANE 
Evans, ““Comments on MarvinFrankel ‘Anglo-American Productivity Differences : 
Their Magnitude and Soms Causes’”’, American Economic Review, Papers and 


Proceedings, XLV, May 1955, pp. 115-119. 
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duced, public investments may give rise to social losses which 
remain unaccounted for in the social evaluation of river valley pro- 
jects. Since these negative effects are forseeable and preventable by 
proper controls and subsidiary investments they may be said to be 
of the nature of social costs similar to those which have accompanied 
many private productive activities. 

As already pointed out foremost among the social costs of ir- 
rigation projects are water-logging and malaria. Their combined 
effect may in some instances be sufficiently destructive to nullify the 
expected increase in farm output and productivity. In some cases 
these social costs have been severe enough to bring about the complete 
abandonment of the original irrigation project. 


Water-Logging: One of the most serious, usually unanticipated and 
yet predictable effects of irrigation projects has been the often in- 
discriminate over-use of water by cultivators accustomed to dry 
farming. Several factors seem to account for this over-use. In part 
it is due to the attitude of the cultivator for whom water has always 
been a factor in short supply and who cannot imagine that it is 
possible to use too much of it; partly the over-use is brought about 
by the fact that water is made available on a bulk rather than on a 
volumetric basis. Additional causes of water-logging are inadequate 
supervision by the cultivator during the particular hours when water 
reaches the field through the distributaries and defectively con- 
structed (i.e. inadequately lined) canals and distributaries and the 
neglect or even absence of adequate drainage systems on the irriga- 
tion tract. 

Inadequate study and knowledge of ground water levels may act 
as contributing and aggravating factors of water-logging in some 
areas. For example, in one of the oldest irrigation areas of India 
(Irwin Canal, Mysore) great quantities of water were drawn and 
permitted to flood the whole area under cultivation. Land became 
saturated with water, subsoil water rose from 20 to 40 feet below 
the surface to practically ground level; as a result water began to 
flow out from wells; floors of houses became damp and even walls 
were affected by capillary seepage. The surplus water drained into 
tanks which filled to capacity which in turn raised subsoil water 
levels in adjacent villages. Large parts of irrigable land soon became 














598 K. WILLIAM KAPP 


water-logged and heavy growth of weeds on these lands interfered 
with routine agricultural operations causing yields to decline. More- 
over, the filling of tanks led to extensive backing up of streams and 
rivers .resulting in silting and water-logging further upstream and 
in valleys!!. 

Similar conditions prevailed inotherirrigation areas. In the Deccan 
(Bombay State) improper methods of irrigation led to the complete 
destruction of soil fertility and final abandonment of substantial 
areas of land which had to be reclaimed later by the installation of 
and operation under government auspices of a drainage system at 
additional heavy government expense. In the Punjab, one of the 
most efficiently operated agricultural areas of India, nearly seven 
million acres are affected by water-logging as a result of irrigation. 
In Iraq about 20 to 30% of the cultivated land under irrigation 
had to be abandoned due to salinity brought about by the lavish 
use of water and the absence of adequate drainage’. 


Irrigation and the Increased Incidence of Malaria: Careful case studies of 
malaria in irrigated areas in India leave no doubt that man-made 
malaria continues to be one of the social costs of irrigation schemes. 
The causal relationship between irrigation and malaria has been 
well described more than twenty years ago: 


‘Irrigation malaria, although the subject of investigation by health officers for 
almost a hundred years, is probably a greater nuisance now than ever before. 

It is not irrigation per se, but defective and untidy irrigation, which by mis- 
placing water to the advantage of certain anopheline mosquitoes generates malaria. 
Waste irrigation water is an important source of malaria. 

An irrigation project which fails to provide proper drainage causes a rise in 
subsoil water levels, resulting in increased mosquito breeding and, eventually, in 
water-logging of the soil. If among the favored mosquitoes there are malaria 
vectors, as is usually true, then irrigation without drainage brings malaria, either 
as a new affliction or as a heightening of the existing endemicity. 

Frequently in an irrigation project considerable mosquito breeding and 
consequent malaria results from such minor engineering aberrations as leaky 
sluice gates, seeping canal banks, borrow pits, defective distribution chambers, 


11. Cf. B. A. Rao, “Malaria in the Irwin Canal Area, Mysore State”’, Journal 
of the Malaria Institute of India, v1, December 1945, p. 104. 

12. International Bank for Reconstruction and Development, The Economic 
Development of Iraq, Baltimore 1952, pp. 203/04. 
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immoderate supply and improper delivery of water, poorly maintained canal 
beds, or absence of a sufficient number of bridges, general water untidiness. 

Other causes of irrigation malaria are, absence of a planned or controlled 
system of field channels, sections of old canals left as ponds, barrage lakes causing 
a rise in subsoil water, increased wet cultivation, more and shallower wells’’}3. 


More recent studies have thrown additional light on the causal 
connection between irrigation and malaria. The malaria season 
tends to coincide with the irrigation season, hence if the latter is 
lengthened so is the season of malaria. In the Irwin Canal area 
(Mysore) irrigation farming, particularly under the influence of the 
bloc system of water rates, led to the concentration on the more 
remunerative commercial cash crops to the exclusion of the less 
remunerative dry crops. In effect this meant an alternation between 
sugar cane and paddy. Actually sugar cane which normally is an 
18 months crop tended to be harvested in periods varying from 18 
to 27 months. This harvesting of sugar cane at different stages not 
only upset the triennial rotation and depleted the soil but also raised 
the water level and interfered and delayed the transplantation of 
paddy. As a matter of fact transplantation of paddy was in progress 
almost every month throughout the year instead of being confined 
to June and July. This in turn meant a lengthening of the season 
of exposure to the malaria carrying mosquitoes. 

Malariologists have developed significant measurements both of 
the increased incidence of malaria and the socio-economic losses 
caused thereby'*. Recognition of these causa] relationships between 


13. P. F. Russez, ‘‘Malaria Due to Defective and Untidy Irrigation”’, Journal 
of the Malaria Institute of India, 1, December 1938, p. 348. 

14. The increased incidence of malaria can be shown in the increased numbers 
of death (from “‘fevers’’) after the introduction of irrigation in a particular area, 
or more technically and directly in terms of data of spleen and parasite rates in the 
affected area. The following table lists the number of “‘death from fevers’? in 
selected areas in the Irwin Canal region, after the beginning of irrigation during 
the period of 1930-1935. The areas 1, 1 and 1 differ according to the percentage of 
villages irrigated with group 1 having the highest percentage and group UI practi- 
cally no irrigation. 

The figures show clearly that the increase of death from fevers is most marked 
in the area having the highest percentage of villages irrigated. The area with 
practically no irrigation shows almost stationary conditions as far as the number 
of “‘death from fevers” is concerned. (For the more technical data on increasing 


3 
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irrigation and social losses of considerable magnitude makes it man- 
datory for those in charge of the planning and implementation of 
river valley development projects to establish the closest possible 
coordination between the work of the designer, constructor, engineer 
on the one hand and that of the soil expert, agronomist and ma- 
lariologist on the other. Such coordination and planning in physical 


spleen and parasite rates in these areas see B. A. Rao, ibid., p. 118, and NARAHARI 
Rao and S. R. BHomsorg, ‘A Summary of the Economic Status of Villages in a 
Malarious Tract in Mysore State, India, After Residual Insecticidal Spraying”’, 
Bulletin of the National Society of India for Malaria and Other Insect Borne Diseases, tv, 
May 1956, pp. 71-77.) The increased incidence of malaria and other diseases may 
be such as to completely paralyze the village economies. Rao-Bhombore have 
estimated the economic losses caused by malaria in terms of the loss of work and 
income, expenditures for medical treatment, “spiritual care’? connected with 
rituals designed to appease divinities who in some rural areas of India are believed 
to impose sickness as a form of punishment, funeral expenses includingmaintenance 
of relatives and friends who may come from great distances, and expenses in wages 
for imported labor needed because of shortage of local manpower. The actual 
total family outlays (attributed to malaria) for medical care, “‘spiritual care’’, 
funerals, illness and loss of earning due to death, could be shown to be Rs 1053 
before spraying with ppt and Rs 126 after spraying. The differential of Rs 926 
represents a saving of a magnitude sufficient to move the poorest families up to 
the second category of income groups. Expressed in other words, additional 
family outlays of Rs 926 made necessary by malaria are liable to leave the 
family permanently impoverished and indebted. (S. R. BHomBore ef al, “A 
Survey of the Economic Status of Villages in a Malarious Irrigated Tract in 
Mysore State, India, before and After ppt Residual Insecticidal Spraying’’, 
Indian Journal of Malariology, v1, December 1952, pp. 355-366.) Studies of this 
kind are interesting primarily for the methodological approach to a quantitative 
measurement of the losses represented by sickness and loss of life. 
































Table 1 
Death from Fevers in Selected Irwin Canal Areas during the Period of 1930—1935' 
% 
of villages | 1930 | 1931 1932 1933 1934 | 1935 
irrigated | 
Group I 
Mandya Hobli . . 95 122 118 280 209 271 378 
Group II 
Dudda and Kothathi 
Hoblies. ..... 65 | 268 256 375 379 477 308 
Group Til 
Basaral Hobli . . . 0-5 96 99 99 90 100 67 
1. B.A. RAo, op. cit., p. 109. 
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terms offers the only guarantee that irrigation canals and dis- 
tributories will be properly lined in order to reduce or eliminate 
dangerous seepage of water into adjacent territories; that proper 
drainage systems will be installed and that effective methods of 
malaria control will be adopted (and maintained!) with a view to 
minimizing the incidence of the disease in irrigation areas. 


Premature Silting: There is still another kind of social costs that may 
be connected with river valley projects which has as yet found only 
little if any recognition. These social costs are connected with the 
interrelated dangers of soil erosion and deforestation and the prema- 
ture silting of the reservoirs. With the completion of the project 
agriculture will expand over a wider area and settlement may be- 
come denser than it was before. Especially if the project generates 
electric power industries will be attracted to the region and popula- 
tion is bound to expand. Urban centers may spring up providing 
urban markets for agricultural and forest products including timber. 
Unless special steps are taken from the very outset nothing will 
prevent the evil consequences of bad land management and de- 
forestation in the upstream area which have already led in a number 
of reservoirs in the United States to substantial social losses in the 
form of premature silting. Such silting of reservoirs not only inter- 
feres with the capacity to store water for flood prevention and ir- 
rigation requirements but ultimately is bound to reduce the life 
expectancy of the project. When a multipurpose project is operated 
mainly for the generation of electric power (which is often the 
biggest revenue producer) there may be important technical reasons 
for maintaining a stable and high water level which, however, may 
give rise to a rapid deposition of sand and silt. The silting of the 
reservoir may put an end to the whole project long before it has 
reached its originally calculated long-term life expectancy. When 
this occurs the economic and social foundation of the entire region 
will be effectively destroyed. In fact “‘the situation reminds one of 
the finds of archaelogists indicating that civilizations have florished 
while climatic conditions were favorable and have disappeared when 
the skies withhold rain. These instances, to be sure, are not quite 
parallel to the present effort to reclaim land; but in capturing silt- 
laden rivers engineers are facing an equally devastating natural 
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danger. So much silt is impounded with the water that it literally 
crowds out its assumed long time promise. The danger is much more 
imminent than climatic change’. 


4. Conclusion 


The foregoing discussion has focussed attention on some of the more 
important social losses which may be caused by the irrigation com- 
ponent of river valley projects. All of the aforementioned social losses 
are predictable and preventable. They are predictable with the aid 
of more complete surveys of the physical conditions of the area 
affected by the new water supply. They are preventable in so 
far as proper methods of construction of dams and distributaries 
and appropriate methods of water utilization would eliminate the 
hazards of water-logging, malaria, erosion and deforestation. Need- 
less to add that such preventive measures are of the nature of sup- 
plementary investments which must be planned as integral parts of 
the original social overhead investment scheme if the latter is to 
make the maximum contribution to the development of the region. 
In other words investments in river valley projects cannot stop with 
the outlays for the construction of dams, reservoirs and distributaries 
but must be carried forward into practically all stages of the utili- 
zation of the water. 

The phenomena of social benefits and social costs underline once 
more the need for the most comprehensive planning of projects in 
physical or real terms. It is insufficient and misleading to calculate 
cost-benefit ratios if these calculations are confined only to measur- 
able benefits in terms of additional crops produced and to the 
monetary costs involved in the erection of the dam and the construc- 
tion of the distributaries. What is perhaps more important is to 
identify from the very outset a maximum of the relevant and strategic 
physical and socio-economic processes which a multipurpose project 
is likely to set into motion. It is only the totality of these processes 
which can provide the ultimate test for the socio-economic justifica- 


15. CHARLEs A. BUKLEY’s commentary on a paper by J. C. Stevenson on 
“The Future of Lake Mead and the Elephant Butte Dam’’, quoted from 
N. K. Bose, “‘Future of Multipurpose River Valley Projects”, Indian Journal of 
Power and River Valley Development, vi, April 1958, p. 1. 
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tion (or lack of justification) of the social overhead investment. 
Market values cannot be accepted as criteria for the evaluation of 
the ultimate benefits and costs of these projects because they cannot 
measure important social benefits (“external economies’’) and social 
goals (such as balanced regional development) nor significant social 
costs (such as water-logging and irrigation malaria). For this reason 
the planning process cannot be based simply upon supply and de- 
imand factors and other data which reflect all the irrationalities of 
an economy not geared to development, but must endeavor to take 
the fullest possible account of the less accessible extra-market yields 
and losses connected with river valley projects. There can be no 
common denominator for these yields and losses which in the last 
analysis call for socio-political judgments. Indeed, the original in- 
vestment plan calls not merely for a social estimate of the total benefit 
and total costs but must contain detailed administrative provisions 
and controls which, by eliminating all kinds of bottlenecks and 
rigidities, guarantee the maximum use of the new productive factors 
and minimize or prevent altogether the emergence of social costs. 


Brooklyn College, New York K. WiLitiAM Kapp 


SUMMARY 


The most important objectives of multipurpose river valley projects are to act as 
insurance against starvation and famine and to set in motion a cumulative process 
of development by providing the region with the productive factors which are 
in short supply: water and power. Like a general economic plan a river basin 
development project is therefore much more than a simple decision to increase 
the rate of capital formation in a given area. It isa program ofstrategy, of deliberate 
state interference with the price system in order to make sure that the process of 
cumulative development really comes off. This raises serious questions comcerning 
the adequacy of traditional benefit-cost ratios which would seem to have per- 
sistently underestimated both costs and benefits. 

Among the more significant social costs of the irrigation component of river 
valley projects are water-logging, an increased incidence of malaria, and the 
premature silting of reservoirs and distributaries. 


ZUSAMMENFASSUNG 


Entwicklungsprojekte in Flussbecken: Kalkulations- und Sozialkostenprobleme. Die wich- 
tigsten Ziele der Mehrzweckprojekte in Flussbecken sind, die Bevélkerung gegen 
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Hungerstod und Hungersnot abzusichern sowie einen kumulativen Entwicklungs- 
prozess einzuleiten, indem das betreffende Gebiet mit den beiden in ungeniigender 
Menge vorhandenen produktiven Faktoren versorgt wird : Wasser und elektrischer 
Energie. Genau so wie ein allgemeiner Wirtschaftsplan, ist deshalb auch ein Ent- 
wicklungsplan fiir ein Flussbecken weit mehr als ein blosser Entscheid, die 
Kapitalbildung in einem bestimmten Gebiet zu erhéhen. Es ist ein strategisches 
Programm, ein Programm bewusster staatlicher Einmischung in das Preissystem, 
um sicherzustellen, dass der kumulative Entwicklungsprozess tatsachlich in Gang 
kommt. Hierdurch werden wichtige Fragen aufgeworfen in bezug auf die Ange- 
messenheit der traditionellen Nutzen/Kostenkalkulationen, bei welchen — wie es 
scheint — sowohl Kosten wie Nutzen standig unterschatzt wurden. 

Unter den bedeutsameren sozialen Kosten der Bewasserung — eine der Kompo- 
nenten von Flusstalprojekten — sind die Versumpfung des Bodens zu nennen, das 
vermehrte Auftreten von Malaria und die vorzeitige Verschlammung der Reser- 
voirs und Bewasserungskanile. 


RESUME 


Projets de développement des bassins fluviaux: Problémes d’évaluation et de cotits sociaux. 
Les principaux objectifs des projets 4 fins multiples concernant les bassin fluviaux 
sont de préserver la population de la famine, ainsi que d’introduire un processus 
cumulatif de développement en fournissant 4 la région considérée les deux 
facteurs productifs existant en quantité insuffisante, 4 savoir l’eau et |’énergie 
électrique. A l’instar d’un programme économique général, le plan de développe- 
ment du bassin d’une riviére est par conséquent bien plus qu’une simple décision 
d’augmenter la formation des capitaux dans une région donnée. C’est un pro- 
gramme stratégique d’ingérence délibérée de |’Etat dans le systéme des prix, afin 
d’assurer que le procés de développement cumulatif soit réellement déclenché. 
Cela souléve d’importantes questions concernant le rapport traditionnel bénéfice/ 
coats dans lequel il semble que l’on a constamment sous-estimé 4 la fois les coats 
et les bénéfices. 

Parmi les plus importants coats sociaux de l’irrigation — une des parties consti- 
tutives des projets relatifs aux bassins fluviaux - il y a lieu de citer l’apparition de 
marécages, la manifestation plus fréquente de la malaria et l’envasement préma- 
turé des réservoirs et des canaux d’irrigation. 
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DIMINISHING CLASS DIFFERENTIALS 
IN THE UNITED STATES 


I 


The study of social stratification in the United States has had a very 
interesting history: it represents a prime example of cultural lag in 
sociological analysis. It has often been noted that sociological re- 
search on the class structure of American society developed rather 
late, its rise to prominence began only about two decades ago. To 
be sure, the pioneers of American sociology, Ward, Sumner, Cooley, 
and others, were concerned with the subject but, with the exception 
of Veblen, the analysis of class phenomena played a rather secondary 
role in the large-scale theorizing of the first generation of American 
sociologists. Moreover, although these men wrote during the very 
era when the American class structure was being fundamentally 
transformed by the impact of industrialization and urbanization, 
their analyses still reflected the ideology of an earlier period. Firmly 
anchored in the 18th century tradition of liberalism and rationalism, 
as embodied in the Declaration of Independence and the preamble 
to the American Constitution, the dominant ideology of the 19th 
century still assumed that American society was almost entirely 
classless and without significant class barriers in the sense of an in- 
herited, fixed, and permanent social hierarchy. The absence of any 
feudal past, the lack of a hereditary aristocracy, the westward ex- 
pansion of the population, and the equalitarianism of grass-roots 
democracy all made it appear that by and large class distinctions 
either did not exist in America, or else were transitory phenomena 
that would soon disappear. 

It is quite evident that the first generation of American sociologists 
was more than somewhat affected by this prevalent ideology. As 
Charles H. Page has pointed out, “they gave voice to class theories 
which were, in the final analysis, highly colored by the ‘classlessness’ 
of the American scene”’!. Moreover, the writings of the sociological 
pioneers did not lead to any empirical research in social stratification. 


1. CuHarwes H. Pace, Class and American Sociology: From Ward to Ross, New 
York 1940, p. 250. 
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In fact, American sociology entered its second generation of existence 
in the 1920’s “‘with little class research in progress, a minimum of 
theoretical consideration of the precise meaning of the term, and 
practically no recognition of the class framework as a major area 
of investigation within the discipline of sociology’”. 

Serious study of social stratification did not begin in the United 
States until the 1930’s and 1940’s when the impact of the Great 
Depression forced American sociologists to re-examine their com- 
placent beliefs about social stratification. Some explanations now 
had to be found for the pathologies of the social system which had 
suddenly become clearly apparent. The economic and political de- 
velopments of the 1930’s provoked much interest in social stratifica- 
tion which emerged quickly, if belatedly, as a major field of special- 
ized study. During the 1940’s and 1950’s a great deal of empirical 
research has been done on the class system of the United States, so 
that by now more empirical investigations of social stratification are 
available in America than in any other country. 

It is curious to note, however, that once again the sociological 
analysis of stratification phenomena appears to lag behind a rapidly 
changing reality. For the voluminous research on the class structure 
of the United States during the past two decades has largely been 
devoted to documenting the existence of social classes in America 
through tracing and describing in detail the manifold manifestations 
of class differences in the behavior patterns, the attitudes, and the 
values of different groups in American Society®. Paradoxically, the 
documentation of class differences reached its peak in the post- 
World War m1 period when objective changes in the social structure 
had already begun to blur and attenuate many of the class dif- 
ferentials described and analyzed in the sociological literature. 

The persistent lag of scientific analysis behind social reality pre- 
sents in itself an interesting problem in the sociology of knowledge. 
However, my present concern is not with offering possible explana- 


2. Mitton Gorpon, Social Class in American Sociology, Durham, North 
Carolina, 1958, p. 8. 

3. For convenient summaries of the literature on class differences see BERNARD 
BarBeER, Social Stratification: A Comparative Analysis of Structure and Process, New 
York 1957; JosepH A. Kaui, The American Class Structure, New York 1957; and 
Kurt B. Mayer, Class and Society, New York 1955. 
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tions for the disparity between the objective reality of the contem- 
porary American class structure and its reflection in the stratification 
literature. Rather, the purpose of this paper is to draw attention to 
some of the accumulating evidence which points to important recent 
convergences in certain areas of behavior where class differences 
appear to have been quite pronounced in the past. The evidence 
is neither systematic nor complete, but it is probable that any 
significant widening or narrowing of class differentials reflects major 
changes in the class structure as a whole which ought to be taken 
into account by any realistic analysis. 


II 

Undoubtedly the most crucial aspect of social stratification is the 
differential distribution of “‘life chances’, that is the differential 
probability that a person will have access to those values and op- 
portunities which are of primary importance for life and survival, 
or that he will suffer important disadvantages. An individual’s life 
chances comprise “everything from the chance to stay alive during 
the first year after birth to the chance to view fine arts, the chance 
to remain healthy and grow tall, and if sick to get well again quickly, 
the chance to avoid becoming a juvenile delinquent and the chance 
to complete an intermediary or higher educational grade’’*. It is 
obvious that in a modern, capitalist, competitive society an indi- 
vidual’s life chances are intimately related to the amount and sources 
of income he can command. Inequalities in the distribution of in- 
come, moreover, have a cumulative effect: they make for different 
levels of consumption and correspondingly different styles of life, or 
cultural attributes. In turn, this produces restrictions on intimate 
social interaction, leading to the formation of separate status groups. 
Changes in the distribution of income, therefore, tend to have a 
fundamental impact upon the class structure, and we may well begin 
our investigation by examining recent shifts in income distribution. 


Income Distribution. Several sets of statistical data indicate that income 
inequality has been diminishing markedly in the United States in 

4. Hans Gertu and C.Wricut Mitts, Character and Social Structure, New 
York 1953, Pp. 313. 
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recent decades. Table 1 shows that the percentage of total income 
received before income taxes by the top 5 percent of all consumer 
units declined from 26.5 percent in 1935/36 to 20.5 percent in 1954. 
During this period the share of the top quintile of income receiving 
units declined from 51.7 percent to 44.7 percent of the total while 
all other quintiles increased their share of the total income. Column 3 
of Table 1 illustrates the same phenomenon in terms of average 


Table 1 


Family Personal Income Received by Each Fifth 
and Top Five Percent of All Consumer Units, 1935-1954 























Percent of Income Percent Increase 
All Consumer Units Ranked by in Average Income 
Size of Income (1950 Dollars) 

1935/36 1954 1935/36 to 1954 
I as 9 Sw ss Oe Se 100.0 64 
UENO 5 eS ae RO 4.1 4-9 95 
Second Lowest Fifth ....... g.2 11.4 105 
Third Lowest Fifty ........ 14.1 16.6 94 
Fourth Lowest Fifth. ....... 20.9 22.4 75 
EOI ok cs ww 51.7 44-7 42 
weppweracet. 2... 1.1.5 26.5 20.5 27 

Source: Statistical Abstract of the United States, 1958, Table 397, p. 315. 











incomes in stable, 1950 dollars. It shows (a) that a very substantial 
overall expansion has occurred in the average income of all consumer 
units between the mid-thirties and the mid-fifties, and (b) that the 
average incomes of the lowest three quintiles have expanded much 
more sharply than those of the highest two quintiles of income- 
receiving units. This equalizing trend has been further accentuated 
by increases in taxes and by their progressive character. As a con- 
sequence, the real income or purchasing power of the lower quintiles 
of the income-receiving units has expanded much more rapidly than 
that of the higher ones. Thus, the increase in purchasing power 
between 1941 and 1950 was 42 percent for the lowest quintile, 37 per- 
cent for the second lowest, 24 percent for the third, 16 percent for 
the fourth, and 8 percent for the highest quintile. The purchasing 
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power of the top 5 percent even decreased by 2 percent during 
this decade’. 

A very similar picture emerges clearly from Figure 1 which por- 
trays changes that have occurred in the distribution of disposable 
cash income after taxes, in stable, 1953 dollars between 1929 and 
1953. The proportion of the population receiving less than $2000 
dropped sharply from 42.7 percent of the total in 1929 to 22.9 per- 














Figure 1 
Families and Individuals Families and Individuals 

Cash Income Percent of Cash Income Percent of 
after Taxes Income Re- after Taxes ®ncome Re- 
in 1953 Dollars ceiving Units in 1953 Dollars ceiving Units 
$7,500 & over 6.0 $7,500 & over 10.0 
$4, 000-7, 500 15.1 

$4, 000-7, 500 |: 34,9 
$2, 000-4, 000 36. 2 

$2, 000-4, 000 32.2 

Under $2, 000 42.7 
Under $2, 000 22.9 
1929 1953 


Source: Adapted from Editors of Fortune, The Changing American Market, op. cit. p. 262 


cent in 1953. The groups receiving $2000-—4000 declined from 36.2 
percent in 1929 to 32.2 percent in 1953, while the group with in- 
comes between $4000 and $7500 more than doubled in size, in- 
creasing from 15.1 percent in 1929 to 34.9 percent in 1953. The 
proportion of the population receiving after tax cash incomes of 
more than $7500 also expanded from 6 percent in 1929 to 10 percent 

5. S. Gotpsmitrn, G. Jasz1, H. Kairz, M. LieBerBerc, “Size Distribution 
of Income Since the Mid-Thirties”, Review of Economics and Statistics, Vol. 36, 
February 1954, p. 26. 
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in 1953. Yet while the middle and upper-middle income categories 
have thus expanded greatly, the ranks of the top income receivers, 
like those at the bottom, have been sharply reduced. In 1929, 1076 in- 
come tax payers reported incomes, after taxes, of more than $1 mil- 
lion dollars, and 43,500 reported after tax incomes between $ 100,000 
and $1 million. In 1953 only 70 taxpayers reported incomes of over 
$1 million after taxes, and 7000 had after tax incomes between 
$100,000 and $1 million®. 


Mortality. There is evidence that the reductions in income inequalities 
and the very substantial improvement in the real income of the large 
majority of the American population have been associated with 
significant changes in life chance differentials. For example, it had 
iong been known that the most basic chance, the chance to stay 
alive and survive the first year of life is associated with income 
inequality. As a distinguished British medical officer put it half a 
century ago, “‘no fact is better established than that the death rate, 
and especially the death rate among children is high in inverse 
proportion to the social status of the population”’’. In the United 
States, studies undertaken by the Children’s Bureau in seven cities 
in 1925 showed a marked decrease of infant mortality rates as the 
income of the family increased (see Table 2). Other studies under- 
taken in various American cities in the 1920’s and 1930’s confirmed 
this evidence*. They all showed that infants in the lowest-income 
group had the lowest likelihood of survival, with the chances rising 
materially along with the income of the parents, although the very 
highest incomes did not improve the chances over the moderately 
high. A quarter of a century ago it was quite literally true, therefore, 
that the chances of life for a newborn infant were markedly related 
to his family’s economic status. It is significant to note, however, 


6. The Editors of Fortune, The Changing American Market, Garden City, New 
York 1955, p. 221. 

7. ARTHUR NEwsHOLME, Infant and Child Mortality, Report C d 5263, Supple- 
ment to the 39th Annual Report of the Local Government Board, London 1910, 
p. XXVIII. 

8. Rospert M. Woopsury, “Infant Mortality in the United States’’, Annals 
of the American Academy of Political and Social Science, Vol. 188, November 1936, 
pp. 94-106. 
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Table 2 


Class Differences in Infant Mortality 
Rates in Seven United States Cities, 1925 

















| 
Father’s Income Infant Deaths per 1,000 Live Births 
Under 450 167 
450- 549 106 
550- 649 117 
650— 849 108 
850-1049 33 
| 1050-1249 64 
1250 and over 59 
United States Total a9 
i ! 
| Source: United States Children’s Bureau Publication No. 142 (Washington 1925), quoted by 
Rosert M. Woopsury, “Infant Mortality in the United States’’, Annals of the American 
| Academy of Political and Social Science, Vol. 188, November 1936, p. 103. 
| 
| 





that recent ecological studies of American cities show that the coef- 
ficients of correlation between infant mortality and socio-economic 
status have now become quite low. Thus the data in Table 3, which 
are derived from an analysis of infant mortality rates, by census 
tracts, in Syracuse, New York, during the years 1950-1956 still show 
negative associations between neo-natal and post-natal mortality 
rates and family income as well as socio-economic status scores, but 
in all instances the coefficients of correlation are low. The association 
between neo-natal mortality rates and socio-economic status scores 
is not significant at the 5 percent level of confidence. The other 
correlations are significant at the 5 percent level of confidence but 
no more than 12-13 percent of their variance can be attributed to 
differences in income or in socio-economic status’. 

A second study, undertaken by Mayer and Goldstein for Provi- 
dence, Rhode Island, also by census tracts, shows an even lower 


g. Cuarves V. Witz, “A Research Note on the Changing Association 
Between Infant Mortality and Socio-Economic Status’’, Social Forces, Vol. 37, 
March 1959, pp. 221-227. 
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Table 3 


Neonatal and Post-Natal Mortality Rates 
Intercorrelated with Socio-Economic Status Scores and Median Family Income, 
Syracuse, N.Y., 1950-1956 





: Personian Coefficient 
Variables “ 
of Correlation 





Neonatal-Mortality—Socio-Economic Status. . . . —.19 
Neonatal Mortality—Family Income . . . bonis —.36 
Post-neonatal Mortality—Socio-Economic Status » od —.35 
Post-neonatal Mortality—Family Income .... . —.28 











Source: CHartes V. Witue, “A Research Note on the Changing Association Between Infant 
Mortality and Socio-Economic Status’’, op. cit., Table 2, p. 225. 








association between infant mortality and socio-economic status for 
the same years 1950-1956. The rank correlation coefficient (Ken- 
dall’s Tau) was -.04, which is not statistically significant!®. These 
recent findings clearly show that the great improvements in infant 
mortality, which has declined by 66 percent during the last 30 years, 
have drastically reduced the socio-economic differentials which were 
so pronounced only a generation ago. The differentials have not 
yet disappeared altogether but in the United States, at any rate, 
they have now lost most of their significance. 

Although the decline of general mortality has not been as spec- 
tacular as the drop of infant mortality, the decrease has been sub- 
stantial and continuous. One might therefore expect the traditionally 
marked inversed correlation between mortality and social class to 
diminish also. Unfortunately, the evidence on socio-economic dif- 
ferentials in general mortality is very scanty. 

Although nationwide mortality tabulations by occupation have 
been made by the us Bureau of the Census since 1890, the data have 
been so defective that either they were not published at all, or did 


10. Kurt Mayer and Simwney Go pstein, “Interrelationships between 
Social and Demographic Processes in an American City’’, Paper presented to the 
International Population Conference, held at Vienna, Austria, August 28- 
September 4, 1959, Table 4. 
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not permit comparison over time when they were published". There 
exist some detailed studies of separate areas but their findings are 
not wholly consistent, nor are they really comparable because of 
both the inadequacy of the primary data and the differing methods 
of analysis employed’. The only study which permits a comparison 
over time is an analysis of life tables constructed by economic status 
for the population of Chicago'%. Its findings, shown in Table 4, 
clearly indicate convergence over time. Between 1920 and 1940 
male life expectancy at birth for the lowest economic class increased 


Table 4 


Life Expectancy at Birth, by Economic Class’, 
Chicago 1920-1940 











Lowest Economic Class Highest Economic Class 
Year 
Total Male Female Total Male Female 
1920 - 49.6 52.5 - 60.6 62.9 
1930 51.9 49-5 54-5 65.0 63.0 67.1 
1935 - 53-5 58.3 - 60.9 66.6 
1940 58.7 56.5 61.0 67.8 65.4 70.3 























1. The population of Chicago was divided into five economic classes. Only the highest and lowest 
economic class are presented in this table. 


Source: Adapted from ALBERT J. Maver and Puiuip Hauser, “Class Differentials in Expectation 
of Life at Birth’, op. cit., Table 3, p. 199. 











11. Cf. I. M. MorryAma and L. Guratnick, ‘‘Occupational and Social 
Class Differences in Mortality’’, in Milbank Memorial Fund, Trends and Differ- 
entials in Mortality, New York 1956, pp. 61-73. 

12. FLroyp ALLEN, People of the Shadows, Cincinnati 1954; LOLAGENE C. 
Coomss, “‘Economic Differences in Causes of Death’’, Medical Care, Vol. 1, 
July 1941, pp. 246-255; ConsTantine A. YERACARIS, “Differential Mortality, 
General and Cause-specific in Buffalo, 1939-19417’, Journal of the American 
Statistical Association, Vol. 50, December 1955, pp. 1235-1247; and JoHn M. Exus, 
“Socio-Economic Differentials in Mortality from Chronic Diseases’’, Social 
Problems, Vol. 5, July 1957, pp. 30-36. 

13. ALBERT J. MAYER and Puiuip Hauser, “Class Differentials in Expectation 
of Life at Birth’’, Revue de I’Institut International de Statistique, Vol. 18, 1950, 
pp. 107-200. 
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by 6.9 years for males while female life expectancy increased by 
8.5 years. For the highest economic class life expectation increased 
by only 4.8 years for males and 7.4 years for females. Although there 
still remained pronounced class differentials in life expectation in 
1940, there was nonetheless definite evidence of the narrowing of 
the gap between the highest and the lowest classes during the 20 year 
period under observation. 


Morbidity. A generation ago, clearcut inverse associations had also 
been documented between illness and social class. The rich not only 
lived longer, they also lived healthier lives than the poor. From 1921 
on a number of studies revealed that both the frequency and the 
duration of illness varied inversely with socio-economic status. 

For example, in 1935/36 the National Health Survey found that 
illnesses disabling people one week or longer occurred among families 
on relief at a rate 57 percent higher than among families with annual 
incomes of $ 3000 and above. Moreover, the average case of disabling 
chronic illness persisted 63 percent longer among persons on relief 
than among persons from families with incomes of $3000 or higher". 
Furthermore, the proportion of persons receiving care from a phy- 
sician in case of illness varied directly with income, as did the number 
of visits to a physician. Thus a study made by the Committee on 
Costs of Medical Care showed that in 1928-1931 adults in families 
with incomes of less than $1200 averaged 2.7 visits to a physician 
per year while those with family incomes above $5000 averaged 4.2, 
or half again as many visits per person”. 

By contrast, studies undertaken in the 1950’s show that these 
differentials have all but disappeared. Thus, a survey undertaken 
in 1954/55 by the National Opinion Research Center in cooperation 
with the Health Information Foundation showed that the advantage 
of high-income groups in the utilization of medical services has 
become almost negligible: the average number of annual visits to 
a physician was now 5.4 for persons with family incomes of $7500 
and over, while individuals from families with incomes of less than 


14. National Institute of Health, National Health Survey, 1935/36, Preliminary 
Reports, Sickness and Medical Care Series, Bulletin No. 2, Washington 1938. 

15. I. S. FALK, MARGARET Kem, and NatHaN Sinai, The Incidence of Illness 
and the Receipt of Medical Care Among Representative Families, Chicago 1933. 
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$2000 averaged 4.8 such visits per year!®, It is evident that while 
the average utilization of physician’s services has risen at all income 
levels, the increase has been proportionately greatest among those 
with low incomes. The economic differentials that still persist in the 
use of doctors’ services are limited almost entirely to the proportion 
of adults who make any use of such services. Sixty-seven percent of 
the persons in the low-income group visited a physician at least once 
during the year, while 78 percent of the high-income group did so?’. 

Furthermore, two recent studies of morbidity, one undertaken in 
Butler County, Pennsylvania!®, the other in Essex County, Ontario?®, 
did not find any significant correlation between social class and 
number of illnesses. Since both of these studies were concerned only 
with limited local areas and do not permit comparisons over time, 
their findings cannot be accepted as conclusive proof that class dif- 
ferences in the incidence of illness have definitely disappeared. How- 
ever, since similar local studies in the past have consistently docu- 
mented the prevalence of significant socio-economic morbidity dif- 
ferentials, the inference seems justified that the prosperity America 
has enjoyed since World War u, together with the wide spread of 
group health insurance plans, and the increasing control of com- 
municable diseases, have made adequate medical care much more 
widely available than it was only 20 to 30 years ago. As a result, 
the influence of class differences on mortality and morbidity is no 
longer as great as it once was and can be expected to diminish still 
further in the future. 


III 


Since differentials in the distribution of income, wealth, and life 
chances are reflected in different styles of life adopted by different 
social classes, one would expect to find that reductions in income 


16. Health Information Foundation, Progress in Health Services, Vol. 7, 
October 1958. 

17. Ibid. 

18. Saxon GRAHAM, “Socio-Economic Status, Illness, and the Use of 
Medical Service’, Milbank Memorial Fund Quarterly, Vol. 35, January 1957, 
pp. 58-66. 

19. KATHERINE B. LAuGHTon, Caro W. Buck, and G. E. Hosss, ‘‘Socio- 
Economic Status and IIlness’’, Milbank Memorial Fund Quarterly, Vol. 36, January 
1958, pp. 46-57. 
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inequalities and life-chance differentials will eventually manifest 
themselves also in cultural convergences. In fact, we already have 
evidence that several well recognized cultural distinctions between 
social classes are now rapidly diminishing. 


Fertility. One of the differences in life-style which has been of great 
interest to students of society is the reproductive behavior of different 
social classes. Differences in the fertility of social classes have long 
existed in the Western world; indeed, they had been noted and 
commented upon by several writers of antiquity, and Plato’s plaints 
that the “‘unworthy” and “undesirable” elements multiply while 
‘the best people” fail to reproduce themselves had been echoed 
throughout the ages. In modern times numerous statistical in- 
vestigations in the United States, as in other Western countries, 
have reported sharp differences in the fertility patterns of different 
classes. With few exceptions the findings have been essentially the 
same: they showed an almost universal inverse realtionship between 
social status and fertility—the more fortunate and favorable the 
social and economic circumstances of a group, the lower was its 
fertility. This reproductive differential reflected differences in 
group customs, such as age at marriage, and in values and attitudes 
concerning parenthood and voluntary family limitations. 

In recent years, however, the degree to which fertility is inversely 
correlated with social class has definitely diminished. Intensive 
analysis of data on the number of children ever born to married 
white women, collected in the censuses of 1910, 1940, and 1950, 
indicates a very small contraction of occupational differences in 
fertility between 1910 and 1940, and a very marked narrowing from 
1940 to 19502°. The data in Table 5 show these trends in occupational 
fertility differentials in the form of an index. This index expresses 
the average percent deviation of the fertility rates of seven non- 
agricultural occupational classes within an age group from the base 
rate for the total age group, regardless of the direction of that 
deviation. As Table 5 shows, the average deviations for urban wives 
under 45 years old tended to be a little lower in 1940 than in 1910 
but much lower in 1950 than in 1940. Among rural-nonfarm women, 


20. Witson H. Grasitit, Ciype V. Kiser, and Pascat K. WHELPTON, The 
Fertility of American Women, New York 1958, p. 174. 
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Table 5 


Index of Average Deviation of Fertility Rates, Standardized for Occupation of 
Husband, for White Women, 15 to 49 Years Old, Married Once and Husband 
Present, by Residence and Age of Woman, 1950, 1940, and 1g10! 























| 
Residence 1950 | 1940 1910 
and Age of Woman sai | 34 
| 
| Urban 
' 
| 15-19 12.8 13.3 II.1 
20-24 12.7 16.8 16.3 
25-29 | 9.6 16.0 19:9 
30-34 | 7.4 15.2 16.3 
35-39 9-5 15.2 16.2 
40-44 13.5 15.0 16.7 
45-49 17.1 15.1 15-7 
Rural-Nonfarm 
15-19 11.3 18.8 11.6 
20-24 13.1 16.8 15.0 
25-29 $1.7 19.9 16.2 
30-34 12.4 18.5 14.7 
| 35-39 16.3 18.8 15.2 
40-44 18.2 18.1 14.6 
45-49 19.7 18.4 13.0 
1. The figure for any specified age group is the average of the percentage deviations, regardless of 
direction, of the fertility rates of seven non-agricultural occupational classes from the base rate for 
the total age group. The base rates for age groups were standardized for occupational compdsition. 
The standard used was the occupational distribution of the non-agricultural husbands cf white 
women of given age in 1950. 
Source: GRABILL, Kiser, and WHELPTON, op. cit., Table 65, p. 174. 











fertility differentials by occupational class had widened slightly 
between 1910 and 1940, but they had contracted as sharply between 
1940 and 1950 as among the urban women. 

More detailed examination of extensive data not presented here 
shows that the narrowing of class fertility differentials has been due 
primarily to sharp increases in the fertility of the higher status 
groups. Fertility has risen most among those classes who had pre- 
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viously been the pacemakers of the decline. However, the reduction 
of the differentials was not due entirely to fertility increases among 
low fertility groups. Some of the erstwhile high fertility groups have 
also contributed to the bridging of the gap by further decline in their 
reproductivity. Thus wives of farmers and farm laborers, as well as 
foreign-born white women had lower fertility rates in 1950 than in 
194071. The convergence has thus been the result of two opposing 
trends: declining fertility still characterizes the farmers, the foreign- 
born, and the urban native low status groups, whereas the average 
family size of the upper classes is increasing. 

This would suggest that although class fertility differences have 
not been eliminated, they are likely to contract further as the eco- 
nomic situation and the educational achievements of lower statuts 
groups continue to improve®*. With the redistribution of incomes 
and the general rise in the standard of living of the lower status 
groups they increasingly tend to adopt middle class styles of life, 
including middle class family sizes. Of course, it is quite likely that 
despite the growing uniformity of behavior patterns on the part of 
all classes, some significant differences in life-style will nevertheless 
persist and will manifest themselves in the persistence of some class 
fertility differentials**. But the variations in average family size of 
different social classes will probably be much smaller in the future 
than they have been in the past. 


21. Ibid., p. 385-386. 

22. This is also the conclusion of a special study of the completed fertility of 
women, aged 40-70, derived from a 5 percent sample of North Central United 
States obtained in the 1940 Census. See RicHARD and Nancy Rucctes, “A 
Study of Differential Fertility Based on United States Census Data’’, unpublished 
paper submitted to the Conference on the Interrelations of Demographic and 
Economic Change, held at Princeton, December 5-7, 1958. 

23. The most recent American data on differential fertility, collected in the 
March 1957 Current Population Survey (see Current Population Reports, Series 
P-20, No. 84, August 8, 1958), show a persistence of occupational differentials 
and even some widening of income and educational differentials during the 
1950’s. However, in view of the small size of the sample in the Current Population 
Survey, these findings are open to some doubt. It is possible that the results of the 
more adequate data from the 1960 Census may not confirm the resurgence of 
some of the inverse correlations indicated in the Survey data. At any rate, in this 
writer’s view, any widening of the differentials is probably temporary and will be 
followed by further convergence in the future. 








ar 
th 


3 3 


th 
ca 
M 
lir 


wl 


BR 


in 








DIMINISHING CLASS DIFFERENTIALS 619 


Child-rearing. Class differences are not confined to the number of 
children brought into this world but extend also to the training which 
they receive. A number of studies have documented the variations 
which prevail in the child-raising practices of different social 
classes**, Extending over a period of nearly three decades these 
researches demonstrate that here, too, the cultural gaps have been 
narrowing over time. 

For example, from about 1990 till the end of World War II, work- 
ing class mothers were uniformly more permissive in feeding, wean- 
ing and toilet training their infants than were middle class mothers. 
“The were more likely to breast feed, to follow a self-demand sche- 
dule, to wean the child later from breast and bottle, and to begin both 
bowel and bladder training at a later age®®”’. After World War u, 
however, a definite shift occurred in the patterns of baby and child 
care. Influenced by changes in expert opinion about child-rearing 
practices, American mothers in general became increasingly per- 
missive in their feeding and toilet training methods. But it was the 
middle class mothers who were leading the “fashion parade’’. They 
were more exposed than working class mothers to the floodtide of 
books, pamphlets, and magazines which specialize in the latest 
expert advice on baby and child care. Moreover, as several studies 
show, middle class mothers not only read more of these books, they 
are also more responsive and “alter their behavior earlier and faster 
than their working-class counterparts’’**. By the 1950’s, therefore, 
middle class mothers had become more permissive than working class 
mothers in matters of feeding, weaning, and toilet training. 

Some shifts have also occurred in the training of children beyond 
the age of two. Studies undertaken in the 1930’s and 1940’s reported 
considerable class differences in child supervision and training. 
Middle class mothers were more rigid in the development of clean- 
liness habits. They imposed stricter discipline on their children, 


24. For an excellent analysis of both published and unpublished researches 
which report class differences in child-rearing practices see URIE BRONFEN- 
BRENNER, ‘‘Socialization and Social Class through Time and Space’’, in ELEANOR 
E. Macosy, THEopoRE M. Newcoms, and Eucene L. Hart ey, eds., Readings 
in Social Psychology, 3rd ed., New York 1958, pp. 400-425. 

25. Ibid., p. 424. 

26. Ibid., p. 411. 
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restricting their movements and teaching them to be polite and to 
control physical aggression at an early age. They also expected them 
to help in the home and assume responsibilities and they generally 
stressed independence and achievement. Working class children, on 
the other hand, were permitted more freedom of movement. They 
were allowed to stay up later, play in the streets without supervision 
and go to the movies more frequently. They were also permitted to 
express their emotions more freely. 

More recent studies show that many of these differences still 
persist. At the same time there is evidence that middle class parents 
have become more lenient, especially with respect to their children’s 
freedom of movement, and also in their methods of discipline while 
working class parents are becoming stricter. Physical punishment 
is still used more frequently by working class parents. By contrast, 
middle class parents resort more to reasoning, isolation and with- 
drawal of privileges. Yet, “‘as of 1957, there are suggestions that the 
cultural gap may be narrowing. Spock has joined the Bible on the 
working class shelf.—As Mrs. Johnson, down in the flats puts away 
the hairbrush and decides to have a talk with her unruly youngster 
‘like the book says’, Mrs. Thomas, on the hill, is dutifully striving 
to overcome her guilt at the thought of giving John the punishment 
she now admits he deserves”’ 2’, 

In summary, the studies of social class differences in child-rearing 
over a thirty year period indicate that American mothers at all class 
levels have changed their practices and become more flexible in their 
child-rearing methods. These shifts in child raising patterns have 
tended to narrow the gap between the classes from both sides: 
middle class mothers have become more lenient and less punitive 
toward their children. In relaxing their restrictive pressures, the 
middle class regimen has taken on in the 1950’s some of the permis- 
siveness formerly associated with the working class. In the meantime, 
however, working class mothers have gradually started to adopt 
methods and techniques traditionally associated with middle class 
upbringing. As the income and educational level of the working 
class rose, it gradually began to reduce its “cultural lag”’ in child- 
rearing practices by placing increasing emphasis on such traditional 
middle class virtues as cleanliness, conformity, and control. Although 


27. Ibid., p. 423. 
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at the present time their efforts still appear less effective than those 
of their middle class neighbors, the trend is likely to have far- 
reaching effects. Contrasts in the training and upbringing of children 
tend to perpetuate class differences in the behavior patterns of 
adults. One may expect, therefore, that as the child-rearing practices 
become more homogeneous, so will class differences in the behaviour 
patterns of adults be reduced in the future. 


Consumer Expenditures. Among the most important ingredients of 
life-style are consumption habits and patterns of money expenditures. 
In the consumption-oriented society of the United States, the way in 
which a family spends its income is more important in determining its 
social prestige than the amount of income, although it is obvious that 
the amount of income sets definite limits to expenditures. Historically, 
class distinctions have always been reflected in marked differences in 
spending patterns. A long tradition of family budget studies, dating 
back to the pioneer investigations of Frederic Le Play and Ernst 
Engel?’, has demonstrated significant differences in the buying 
habits of social classes: given the same amount of income, manual 
workers spend proportionately more on food and less on clothing 
and housing than white collar employees. 

However, the redistribution of incomes which has occurred in the 
United States in recent years is now beginning to effect changes in the 
traditional class spending patterns. As large numbers of working 
class families have risen into the middle-income ranges, once the 
exclusive preserve of white collar groups, they have also begun to 
adopt middle class ways of spending their money. Interesting evi- 
dence of this assimilation of consumption patterns can be found in the 
data collected for the Consumer Expenditures Study of the us De- 
partment of Labor. This study involved interviews with 12,500 urban 
families in g1 American cities and towns, covering detailed questions 
about income, savings, and expenditures during 1950 and early 1951. 
Table 6 shows the proportion of total expenditures allocated by 


28. Freperic Le Pray, Les Ouvriers Européens, Paris 1855, and Ernst ENGEL, 
Die Lebenskosten Belgischer Arbeiterfamilien, friiher und jetzt, Dresden 1895. For a 
brief but comprehensive survey of consumption studies in various countries see 
W.S. and E. 8. Woytinskt, World Population and Production, New York 1953, 
Chapter 8. 









































Table 6 
Percentage of Total Consumer Expenditures for Food, Housing, Clothing, and Transpor- 
tation, in the Urban United States, 1950, by Occupation and Income Class of Family Head ; 
Average | Total | 9 
Income and Occupation Class Family | Expen- Food Housing | Clothing Trans- | tral 
Size ditures saci | exy 
$2,000-3,000: | buc 
Self-Employed . 2.7 | 3,094] 31.7 | 11.5 9-7 | 13.5 | dif 
Salaried Managers, Officials aut | is t 
Professionals . Ae 2.1 | 2,708 | 30.2 | 15.0 | 10.8 | 13.7 | $2 
Clerical and Sales Werhers . 2.2 | 2,693 | 32.6 | 15.9 | 12.0 9-3 | til 
Skilled Wage Earners . 2 2,838 | 34.1 11.8 9-3 | 12.5 | . 
Semi-Skilled Wage Earners. 3.0 | 2,708 | 36.4 | 12.1 10.4 | 10.3 | do 
Unskilled Wage Earners . 3.0 | 2,595 | 37.1 11.6 10.5 10.3 | ris¢ 
$3,000—4,000: it ¢ 
Self-Employed . 3-2 | 3,858 | 31.7 11.2 11.2 12.0 | ex] 
Salaried Managers, Officials onl ; 
Professionals . 2.7 | 3,644 | 28.8 | 14.2 | 10.6 | 15.1 _ 
Clerical and Sales Weshers . 3.0 | 3,543 | 31-8 | 12.4 | 11.2 | 12.4 wo 
Skilled Wage Earners . 3-2 | 3,612 | 32.6 11.0 10.2 15-4 | cal 
Semi-Skilled Wage Earners. 3.5 | 3.525 | 349 | 10.2 | 10.6 | 12.6 | pai 
Unskilled Wage Earners . 3-3 | 3.427 | 34.8 | 109 | 11.4 | 12.3 SVI 
$4,000—5,000: . 
Self-Employed . 3-4 | 4,787 | 28.9 | 10.8 | 11.5 | 14.4 om 
Salaried Managers, Officials ani wh 
Professionals . é 3.1 | 4,568 | 29.0 | 13.6 | 11.0 | 14.5 | clo 
Clerical and Sales Workers . 3-2 | 4,395 | 30.7 1I.1 11.9 13.8 | An 
Skilled Wage Earners . 3-5 | 45435 | 31.1 10.3 11.0 16.0 for 
Semi-Skilled Wage Earners. 3.6 | 4,350 | 32.9 9-9 | 11.5 14.1 
Unskilled Wage Earners . 3-7 | 4,374 | 33-6 10.1 12.1 12.4 
$5,000-6,000: rey 
Self-Employed . 3.8 | 5,780 | 30.8 | 10.0 12.2 | 12.5 ev 
Salaried Managers, Officials ond bu 
Professionals . . . . . 3.3 | 5,256] 28.5 11.6 | 12.0 | 16.1 tus 
Clerical and Sales Workers . 3-3. | 5329 | 30.4 | 11.5 | 12.4 | 13.5 
Skilled Wage Earners . : 3-7 | 5,242 | 30.4 9.5 | 11.6 | 16.7 | - 
Semi-Skilled Wage Earners. 3.7 | 5,139 | 30.9 9.6 | 12.5 | 16.3 | en 
Unskilied Wage Earners . 3.7. | 5,275 | 32.3 7:8 | 14.0 | 16.4 | an 
$6,000-7,500: | Te 
Self-Employed . ; 3-5 | 55645 | 29.5 | 10.1 | 12.0 | 14.7 | ne 
Salaried Managers, Officials onl 
Professionals . : 3.4 | 6,009} 28.1 | 11.8 | 12.2 | 14.9 | ” 
Clerical and Sales Workers . 3-4 | 6,239 | 29.6 | 11.0 | 13.2 | 13.2 | ch 
Skilled Wage-Earners . 4.0 | 6,154 | 29.2 9-4 | 13.2 | 17.4 | la 
Semi-Skilled Wage Earners. 4-3 | 6,243 | 29.7 | 83 | 13.5 | 17-7 | is: 
Unskilled Wage Earners . 4.1 5,946 | 30.3 9-4 | 13.5 | 15.6 | is 
| in 
Source: Computed from’ Study of Consumer Expenditures, Incomes and Savings, Statistical Tables Urban United | 
States, 1950, tabulated by the Bureau of Labor Statistics, us Department of Labor for the Wharton | 
School of Finance and Commerce, University of Pennsylvania, Vol. 18, Table 4-2, p. 39. 
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six major occupational groups to food, housing, clothing, and 
transportation, with income held constant. These four categories of 
expenditures take up some two thirds of the American consumer’s 
budget. The data indicate that, although some of the traditional 
differences in class spending patterns still persist, the overall tendency 
is toward uniformity and standardization of buying habits. In the 
$ 2000-3000 and in the $ 3000-4000 income ranges manual workers 
still spend proportionately more for food but less for housing than 
do white collar employees and self-employed persons. As income 
rises, however, the gap in food expenditures becomes narrower until 
it disappears altogether in the $6000—7500 range. The differential 
expenditures for housing, on the other hand, persist throughout all 
income classes, and in the income ranges above $5000 manual 
workers tend to spend more on transportation, which means largely 
car ownership, than do their white collar and self-employed counter- 
parts. Evidently, an expensive automobile constitutes the major 
symbol ef success for the American manual worker while the house 
and its furnishings serve as the equivalent medium of prestige for the 
white coilar groups. It is interesting to note in this connection that 
clothing no longer serves as a major status symbol in contemporary 
America: no significant class differences are evident in the outlay 
for clothing at any inconte level. 

Overall, however, the picture emerging from the data in Table 6 
reveals an impressive uniformity of spending patterns. By and large 
everybody in America wants to buy the same things everyone else 
buys. Americans exhibit a remarkable homogeneity of tastes, atti- 
tudes and buying habits, regardless of occupation. Methods of mass 
production, mass advertising, and instalment buying have greatly 
enlarged the array of goods and services available to all the people 
and have narrowed the gulf between extremes of quality and taste. 
To be sure, the badges of belonging to separate status groups have 
not been totally obliterated. There remain differences in food habits, 
reading tastes, etiquette, leisure time pursuits, choice of schools, 
club membership, and so forth, which do not show up in the re- 
latively crude data of consumer expenditure studies. In fact, there 
is some reason to believe that the emphasis on subtle status differences 
is now heightening as the leveling process increasingly blurs the 
income differentials between manual and white collar groups. Until 
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recently, intense preoccupation with status symbols was typical only 
of the white collar groups. Blue collar workers tended to be mainly 
concerned with basic necessities and job security. However, as blue 
collar families have begun to arrive in the suburbs where they come 
into closer contact with white collar neighbors they have become 
infected with the latter’s status consciousness. As Daniel Seligman 
recently put it: “On the one hand, as more and more Americans 
have been enabled to adopt some form of the middle-class style of 
life, they have also become increasingly aware of, and more finely 
attuned to the nuances that can disclose ‘the difference’—the dif- 
ference between those with more and with less income and responsi- 
bility. In an age when millions of Americans live in superficially 
similar suburban developments, the flagstone walk the developer 
has given his more expensive houses is attentively noted.’’?® 


IV 


The data adduced in this paper point toward important shifts in 
the American class structure. The redistribution of incomes which 
began in World War ut has transformed the traditional income 
pyramid into a diamond: the middle and upper-middle income 
brackets have expanded while both the bottom and the top ‘ranks 
have been reduced in size. Aside from changing the shape of the 
income structure, the reductions in income inequalities and the very 
substantial improvement in the real income of the large majority 
of the American population have led to a marked decrease in some 
of the major life-chance differentials. The changes have been es- 
pecially pronounced in infant mortality and in morbidity where 
class differences have almost disappeared altogether. 

The reductions in income inequality and in life-chance differen- 
tials have also resulted in the blurring of traditional class differences 
in the style of life. Definite convergences have become apparent in 
the fertility behavior of different classes and in their techniques of 
child-rearing, as well as in patterns of consumer expenditures. 


29. ‘“The New Masses’’, Fortune, May 1959, p. 110. The same point is also 
argued at great length in VANcE PackarD, The Status Seekers, New York 1959. 
Packard, a journalist turned enthusiastic amateur sociologist, claims to have 
detected a great upsurge in status striving in recent years. 
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To be sure, the evidence presented here is neither systematic nor 
complete. Due to the lack of adequate time series, no attention could 
be given to marriage, divorce, sexual behavior, mental disorders, 
arrests, convictions, and other important aspects of life where class 
differences have traditionally existed. Moreover, among the half 
dozen variables discussed in this paper, the degrees of convergence 
vary considerably: while they have practically disappeared in some 
areas, significant class differentials still persist in others. Neverthe- 
less, the basic trend is in the direction of growing convergence, not 
differentiation. As employment in the services, professions and other 
white collar occupations grows faster than industrial employment, 
the United States will become predominantly a white collar country. 
Moreover, it is reasonable to expect that those who will remain 
manual workers will continue to take on more of the characteristics 
of the middle class style of life which they can now afford. This does 
not mean, of course, that economic inequalities and social stratifica- 
tion are likely to disappear altogether. America is not becoming a 
society of equals, and status consciousness will probably increase as 
the visible class differences become hazy. But there is little doubt 
that differential life chances will diminish further and cultural gaps 
will continue to narrow down. This represents a dramatic change 
in the social structure which ought to receive proper recognition in 
the stratification literature. 


Brown University, Providence, Kurt MAYER 
Rhode Island (USA) 


SUMMARY 


Considerable evidence has been accumulating which points to important chan- 
ges in the class structure of American society. Most basic are the shifts which 
have occurred in the distribution of personal incomes in recent decades. A very 
substantial improvement in real income has meant not only a general upward 
revision of the American standard of living but has also been accompanied by 
a significant redistribution of various income receiving groups. the middle and 
upper-middle income brackets have expanded while both the bottom and the 
top ranks have been reduced in size. The reductions in income inequality and 
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the general increase in purchasing power have had far-reaching effects upon 
the traditional class differences. Marked decreases have occurred in some of the 
major life-chance differentials. The changes have been especially pronounced 
in infant mortality and in morbidity where class differences have almost dis- 
appeared altogether. 

The reductions in income inequality and life-chance differentials have also 
resulted in the blurring of traditional class differences in the style of life. Definite 
convergences have become apparent in the fertility behavior of different classes 
and their techniques of child-rearing, as well as in patterns of consumer expen- 
ditures. Although some of the well-known differences in class spending patterns 


still persist, the data reveal an impressive uniformity and standardization of 


tastes, attitudes, and buying habits, regardless of class position. 

This does not mean, of course, that economic inequalities and social strati- 
fication are on the verge of disappearing altogether. The degress of convergence 
vary considerably: while they have disappeared in some areas, significant class 
differences stili persist in others. Moreover, status consciousness may even be 
rising. Emphasis on subtle status differences may be increasing as visible class 
differences become blurred and indistinct. Nevertheless, the basic trend is in the 
direction of growning convergence, not differentiation as the United States 
becomes predominantly a white collar country. 


ZUSAMMENFASSUNG 


Abnehmende Klassenunterschiede in den Vereinigten Staaten. Neueres Forschungsmate- 
rial deutet auf starke Verschiebungen in der Klassengliederung der amerikani- 
schen Gesellschaft hin. In den letzten Jahrzehnten hat sich vor allem die Ein- 
kommensverteilung wesentlich geandert. Eine erhebliche Erhéhung des realen 
Volkseinkommens hatte nicht nur eine bedeutende Verbesserung des nationalen 
Lebensstandards zur Folge, sondern auch eine merkliche Angleichung der Ein- 
kommen. Die mittleren und oberen Einkommen haben sich stark vermehrt, 
wahrend gleichzeitig die unteren und auch die Spitzeneinnahmen sich relativ 
vermindert haben. Die Verkiirzung der Gesamtspanne der Einkommensunter- 
schiede und die allgemeine Erhéhung der Kaufkraft haben weitgehende Ver- 
anderungen der herkémmlichen Klassenunterschiede bewirkt. So haben sich 
zum Beispiel manche Unterschiede in den Lebenschancen erheblich verringert. 
Vor allem sind die Klassenunterschiede in der Kindersterblichkeit und in der 
Dauer und Haufigkeit von Krankheiten fast véllig verschwunden. 

Das Schwinden der Unterschiede im Einkommen und in den Lebenschancen 
hat sich auch auf die traditionellen Unterschiede im Lebensstil ausgewirkt. 
Deutliche Angleichungen zeigen sich in der ehelichen Fruchtbarkeit und in den 
Kinder-Erziehungsmethoden verschiedener Klassen, wie auch im Verbrauch 
von Konsumgiitern. Obwohl manche wohlbekannte Klassenunterschiede in der 
Lebenshaltung weiterhin fortbestehen, so zeigt das statistische Material doch 
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eine eindrucksvolle Gleichférmigkeit und Standardisierung des Geschmacks und 
der Verbrauchsgewohnheiten der amerikanischen Bevélkerung in allen sozialen 
Schichten. 

Selbstverstandlich bedeutet das nicht, dass wirtschaftliche Ungleichheiten 
und soziale Klassenunterschiede nun vdllig im Verschwinden begriffen sind. 
Das Ausmass der Angleichung schwankt erheblich. Wahrend einige Klassen- 
unterschiede sich stark vermindert haben, bestehen andere nahezu unverandert 
fort. Uberdies scheinen sich die subjektiven Klassengefiihle sogar zu erhéhen. 
Die Nivellierung der auffalligsten und weithin erkennbaren Klassenunterschiede 
mag zu einem verstarkten Bewusstsein der subtileren Unterschiede im Lebens- 
stil fihren. Trotzdem besteht kein Zweifel iiber die Grundtendenz: Da sich die 
Vereinigten Staaten immer mehr zur Mittelstandsgesellschaft entwickeln, steht 
zu erwarten, dass sich die sozialen Ungleichheiten zusehends weiter verringern 


werden. 


RESUME 


Atténuation des différences de classes sociales aux Etats-Unis. Nombre d’indices impor- 
tants montrent que de notables changements sont en voie de s’opérer dans la struc- 
ture des classes sociales américaines. Au cours de ces derniéres décennies, c’est 
avant tout la répartition des revenus qui s’est notablement modifiée. Une aug- 
mentation substantielle du revenu national réel n’a pas seulement entrainé une 
importante amélioration du niveau de vie américain, mais a aussi été accom- 
pagnée d’une sensible égalisation des revenus. Le nombre des revenus moyens 
et dépassant la moyenne a fortement augmenté, tandis que simultanément, ce- 
lui des revenus inférieurs et des revenus supérieurs a diminué. L’atténuation de 
inégalité des revenus et l’accroissement général du pouvoir d’achat ont large- 
ment modifié les différences traditionelles de classe. C’est ainsi, par exemple, 
que maintes différences dans les chances de vie se sont considérablement ré- 
duites. Avant tout, les changements ont été particuliérement prononcés en ce 
qui concerne la mortalité infantile et dans la durée et la fréquence des maladies 
ot: les différences de classe ont presque entiérement disparu. 

L’atténuation de l’inégalité des revenus et des chances de vie s’est également 
répartie sur les différences traditionelles du mode de vie. Une nette uniformisa- 
tion s’observe dans la fécondité des couples des différentes classes sociales et dans 
leurs méthodes d’éducation des enfants comme aussi dans les dépenses faites pour 
les biens de consommation. Quoique maintes différences bien connues existent 
toujours d’une classe a l’autre en matiére de dépenses, les statistiques montrent 
toutefois une frappante uniformité et standardisation des goats, du comporte- 
ment et des habitudes des acheteurs américains dans toutes les classes sociales. 

Cela ne signifie naturellement pas que les inégalités économiques et les dif- 
férances sociales soient en passe de compléte disparition. Le degré de nivelle- 
ment varie considérablement. Alors que certaines différences de classes se sont 
fortement atténuées, d’autres différences significatives subsistent presque sans 





628 KURT MAYER 


changements. De plus, la conscience de existence des classe 


S sociales parait 
méme se renforcer. Le 


nivellement des différences apparentes peut conduire a 
une perception accrue des différences plus subtiles dans le mode de vie. Néan- 
moins, la tendance fondamentale ne fait objet d’aucun doute: les Etats-U 


nis 
se transformant de plus en plus en une 


nation de classes moyennes, il y a licu 
de s’attendre a ce que les inégalités sociales continuent de diminuer a vue d 
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DISTRIBUTION, 
DEMAND, AND EQUILIBRIUM IN 
INTERNATIONAL TRADE 


A DIAGRAMMATIC ANALYSIS 


Some twenty years ago, Professors Leontief and Lerner brought the 
community indifference map into common use in international trade 
theory!. Since then, however, economists have repeatedly observed 
that the community indifference map is an unsatisfactory tool of 
analysis because it is unstable. Whenever international prices change, 
the product-mix of each country participating in trade will change 
and the income distribution in each country will be altered. In con- 
sequence, community indifference curves will change shape and 
position?. 

Yet most treatises and texts on international trade still employ 
the community indifference map to depict equilibrium in the two- 
country, two-commodity case*. Though faulty, it has proved too 
convenient to be quickly discarded. It is nevertheless possible to 
adduce most of the important propositions in international trade 
theory without employing community indifference curves. In another 
article, I have reproduced the major welfare propositions of trade 
theory using a device which fixes the (ordinal) utility of all but one 
of the persons within a country and assigns the gains from trade or 
from optimal protection to the remaining person’. In this note I set 

1. Wassity W. Leontier, ““The Use of Indifference Curves in the Analysis of 
Foreign Trade’’, Quarterly Journal of Economics, May 1933, reprinted in Readings 
in the Theory of International Trade, Philadelphia 1949; ABBA P. LERNER, ““The Dia- 
grammatical Representation of Demand Conditions in International Trade’’, 
Economica, August 1934, reprinted in his Essays in Economic Analysis, New York 1953. 

2. Vide, e.g., T1sor De Scrrovszxy, ‘‘A Reconsideration of the Theory of 
Tariffs’, Review of Economic Studies, Summer 1942, reprinted in Readings, loc. cit. ; 
and Paut A.SaAmueEtson, “Social Indifference Curves”, Quarterly Journal of 
Economics, February 1956. 

3. Vide, e.g., JAMES E. MEADE, A Gecmetry of International Trade, London 1952; 
DonaLp B.Marsu, World Trade and Investment, New York 1951; and CHARLES 
P. KINDLEBERGER, International Economics, Homewood 1958. 

4. “On the Geometry of Welfare Economics”, Quarterly Journal of Economics, 
August 1957. 
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out a second method of diagramming equilibrium which takes ex- 
plicit account of variations in the distribution of income and traces 
their impact upon the pattern of international trade. 


I 


We shall deal with two commodities, cloth and steel, and two factors 
of production, labor and capital. We assume throughout that pure 
competition prevails in all markets, that the supplies of labor and 
capital are fixed and fully employed, and that production functions 
are linear and homogenous. We assume at the outset that all workers 
have equal incomes and identical indifference maps and that all 
capitalists have equal incomes and identical indifference maps. 

We begin our argument with the production transformation curve 
BLA in the northwest quadrant of Figure 1. That schedule describes 
the combinations of cloth and steel that can be produced and the 
ratio of steel to cloth prices at which each combination will be forth- 
coming. If, for example, the ratio of steel to cloth prices equals the 
slope of the line CLD and, therefore, the slope of BLA at L, LM 
(= OH) units of steel and LH (= OM) units of cloth will be produced. 


The national income measured in units of steel will be OC, for 


national income = steel output x price of steel 
cloth output x price of cloth 
= OH ~x price of steel + HL x price of cloth. 


t 


Hence: 
national income price of cloth 
. = OH + HL x —. 
price of steel price of steel 


= OH + HC = OC. 


We next consider the rectangle OEFG in the southwest quadrant of 
Figure 1. That construction is the Stolper-Samuelson box®. It de- 
scribes the supplies of capital (OG or EF) and of labor (OE or FG) 
available for the production of steel and cloth and the ways in which 
they may be combined. If OW units of capital and W7 (= GK) units 
of labor are used to produce steel, WG (= 7K) units of capital and 
KF units of labor are available to produce cloth. The steel output 


5. WOLFGANG STOLPER and Paut A. SAMUELSON, “Protection and Real Wages’’, 
Review of Economic Studies, November 1941, reprinted in Readings, loc. cit. 
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corresponding to this combination of inputs is that associated with 
the steel isoquant «s, defined relative to the axes OE and OG, passing 
through 7. The cloth output corresponding to this combination of 
inputs is that associated with the cloth isoquant «-, defined relative 
to the axes FG and Fé, passing through 7. As these isoquants are 
tangent at 7, the combination of inputs just described is “efficient” ; 
steel output cannot be increased (decreased) without decreasing 
(increasing) cloth output. 

The point 7, therefore, is the counterpart of some point on the 
production transformation curve BLA. To locate its counterpart we 
first observe that steel production at F corresponds to steel production 
at B (OB units), for at F all of the labor and capital available are 
employed in the steel industry making steel output a maximum and 
cloth output zero. We next observe that a movement along FJO 
from F toward O reduces steel output in proportion to the distance 
travelled from F, for our production functions evince constant returns 
to scale. If, then, the distance OF denotes a steel output of OB units, 
the distance OJ denotes a steel output of OH, for OFB and O/H are 
similar triangles. Now the isoquant «s passes through J and 7. At J, 
therefore, steel output is OH units. At 7, furthermore, cloth output 
is at a maximum given steel output. Hence production at 7 implies a 
cloth output of HZ units, the largest compatible with a steel output 
of OH, and corresponds to production at ZL on BLA. 

Now let us recall that production at 7 implies a unique ratio of 
wage rates to rates of return on capital; the ratio of wage rates to the 
return on capital must equal the slope of «, at 7. If, then, we construct 
at F the line FW having a slope equal to that of a, at 7, we may 
measure the wage bill (the total of labor income) in units of capital. 
It is GN. Concomitantly, the national income measured in units of 
capital is ON, leaving as the share of capitalists in the national 
income OG. This proposition can be quickly proved, for 


national income = labor force x wage rate 
+ capital stock x return on capital 
= FG xX wage rate + OG x return on capital. 


Hence: 
national income wage rate 
= FG x ‘. og 


return on capital return on capital ' 


= GN + OG = ON. 
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Suppose, now, that the international rate of exchange of steel for 
cloth (the system of international prices) were given by the slope of 
CLD. Then OH of steel and OM of cloth would be produced in the 
country we are examining and the national income of that country 
measured in units of steel would be OC. The ratio of wage rates to 
the return on capital would equal the slope of FN, the wage bill in 
units of capital would be GN, the income of capitalists OG, and the 
national income ON. 

Let us mark off on the abscissa of our diagram a distance OC’ 
equal to OC, drop perpendiculars from C’ and from WN through P, 
and draw the diagonal OP. As OGQ and ONP are similar triangles, 
OG/ON = GQ/NP. GQ (= OR) is therefore the income of capitalists 
measured in units of steel and RC’ is the income of labor. We now 
construct the indifference map of the capitalists relative to the axes 
OC’ and OS and the capitalists’ budget restraint RS. The latter is, 
of course, a line of identical slope to that of CLD. The capitalists’ 
equilibrium position is the point 7, where an indifference curve 2, 
is tangent to RS. The capitalists will consume VT (= OU) units of 
cloth and UT (= OV) units of steel. 

Extending the lines QR and UT until they meet in O’, we draw the 
workers’ indifference map relative to the axes O'R’ and O’S’ and their 
budget restraint R’S’. The workers’ equilibrium position is at 7’, where 
the indifference curve 2, is tangent to R’S’. The workers wili consume 
V'T’ (= O'U’) units of cloth and U'T’ (= O’V’) units of steel. 

Clearly, the aggregate consumption of cloth is OU + O’U’ or OY 
(= £X). In that case, however, aggregate consumption of steel, 
OV + O’V’, must equal XY (= OZ). This may be easily demon- 
strated, for 


labor income = workers’ steel consumption x price of steel 
+ workers’ cloth consumption x price of cloth 
= O'V' x price of steel + O’U’ x price of cloth. 


And: 
capitalists’ income = capitalists’ steel consumption x price of steel 
+ capitalists’ cloth consumption x price of cloth 
= OV x price of steel + OU x price of cloth. 
But: 


national income = labor income + capitalists’ income 
= (O'V' + OV) x price of steel 
+ (O'U' + OU) x price of cloth. 
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Hence: 
national income » ., Price of cloth 


= (O’V’ + OV) + XZ x 


rice of steel rice of steel 
Pp P 


CO = (0'V’ + OV) + CZ 
cO—CZ=0'V' + OV= Z0. 


Our country, then, produces at L and trades at X; it imports MY 
units of cloth and exports HZ units of steel. 


II 


Our diagram may be used to illustrate a number of important pro- 
positions in the theory of international trade. 

First, it indicates that a country need not import that commodity 
which uses most intensively the “scarce factor of production’. In our 
example, capital is the “scarce factor”; OG/OE < 1. Yet cloth—the 
commodity imported—uses capital less intensively than steel; 
JR|KF < OW/W 7. The “scarce factor” explanation of specializa- 
tion, then, must either be abandoned or so much modified as to 
render it tautological. Scarcity can only be interpreted in the light 
of demand conditions®. 

Our second objective is closely akin to the first. It is to stress the 
role of demand and distribution in ordering the pattern of inter- 
national specialization. Suppose that the systems of indifference 
curves in Figure 1 were transposed; suppose that workers strongly 
preferred steel to cloth and capitalists strongly preferred cloth to steel. 
Under these circumstances our solution would be that described in 
Figure 2. That diagram differs from Figure 1 only with respect to 
the character of the indifference maps. The transposition of the 
indifference systems, however, has reversed the pattern of specializa- 
tion. As workers evince a strong preference for steel over cloth, 
O’V’ is longer, and O’U’ shorter, than in Figure 1. And as capitalists 
evince a strong preference for cloth over steel, OV is shorter, and OU 


6. This point has recently been made by R.W. Jones (‘‘Factor Proportions 
and the Heckscher-Ohlin Theorem’’, Review of Economic Studies, 1956/57, pp. 1-10), 
and by Ketvin Lancaster (“‘ Protection and Real Wages: A Restatement’’, 
Economic Journal, June 1957, pp. 200-210). The implications of this analysis for the 
Leontief scarce-factor paradox are thoroughly explored in those articles. 
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longer, than in Figure 1. But workers in our example have larger in- 
comes than capitalists, so the increase of O’V’ exceeds the decrease 
of OV, and the decrease of O’U’ swamps the increase of OU. OY 
(= OU + O'U’) is consequently smaller than in Figure 1 and less 
than OM, while OZ (= OV + O’V’) is larger than in Figure 1 and 
greater than OH. Our country now imports ZH of steel and exports 
MY of cloth. 

Our final exercise involves a change in the terms of trade. It is 
generally supposed that an improvement in the terms of trade (an 
increase of export prices relative to import prices) augments economic 
welfare. It is of course possible to prove that such an improvement 
makes possible an increase of welfare, for the losers can be compensated. 
Our diagram, however, allows us to illustrate circumstances in which 
improved terms of trade seriously injure one group in the community. 
In Figure 3 we have assumed trade to take place at X and production 
at M; HV units of cloth are exported and GY units of steel are im- 
ported. To production at M there corresponds the point 7 on F7jO 
and the ratio K.NV/FK of wage rates to returns on capital. The income 
of capitalists expressed in units of steel is OR, and their equilibrium 
position is at 7. The incomes of workers expressed in steel is RC’ 
(= R’O’), and their equilibrium position is at 7’. 

We now suppose that the price of steel decreases, causing the inter- 
national ratio of exchange to shift from CD to cd. Cloth output in- 
creases and steel output decreases, bringing production from M to m 
and from 7 to j. At j, the factor price ratio favors labor, causing 
labor’s share of the national income to rise from K.N/ON to Kn/On. 
Marking off a distance c’O equal to cO on the abscissa of our diagram 
and dropping perpendiculars from c’ and n we produce the point p 
and the diagonal Op in place of OP. Note that the angle pOn is smaller 
than the angle PON. This can be established using our national 
income identities, for 


On x return on capital = Oc’ x price of steel. 


Hence: ‘ return on capital 
Oc’ /On (= np/On) = 


price of steel 


But the ratio return on capital /price of steel is the marginal product 
of capital in steel production which has declined with the change in 
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production from 7 to j. The ratio np/On, therefore, must be smaller 
than the ratio VP/O.N, and the angle On must be smaller than the 
angle PON. 

As a result of the change in international prices, production and 
factor returns, the income of capitalists expressed in steel is reduced 
from OR to Or. At the same time, the budget line has diminished in 
slope to reflect the change in commodity prices. The equilibrium 
position for capitalists is consequently removed from T to some such 
point as ¢, a distinctly inferior position. 

But the income of labor expressed in steel has risen from RC’ to rc’, 
and the axes for labor’s indifference map—O’R’ and O’S’—have been 
replaced by o’r’ and o’s’. Labor’s equilibrium position is therefore 
changed from T’ to ¢’. Aggregate demand for cloth decreases from 
OV (= YX) to Ov (= yx), increasing exports of cloth to vh and 
imports of steel to g7. 

Labor has clearly gained by the change in the terms of trade. 
This may be confirmed by transferring the initial budget line, R’S’ 
to the new axes 0’r’ and 0’s’. The initial equilibrium position of labor, 
T”, on that budget line, R”S”, obviously falls on a lower indifference 
curve than the new equilibrium position, t’,on the budget line r’s’. 


Ill 


At the beginning of this discussion we assumed “‘that all workers have 
equal incomes and identical indifference maps and that all capitalists 
have equal incomes and identical indifference maps’. We can now 
relax that assumption. Let us suppose that OJ capitalists in Figure 4 
have one set of indifference maps and JM have a different set, and 
that KN of the labor force have one set of indifference maps and VM 
another. Beginning with production at Z and 7 and with a ratio of 
factor returns equal to MR/KM, we may divide the national income 
measured in units of capital into four parts: OJ, 1M, MS’ and S’R. 
That MS’ and S’R stand in the same relation to MR as do KN and 
NM to KM can easily be established, for KSN and SRS’ are similar 
triangles. We may then proceed as in Figure 1. Dropping perpendicu- 
lars from OR to the diagonal OP we locate the points Q, Q’, and P’, 
mark off the incomes of each group of persons on the axis OC’, and 
construct the indifference maps pertaining to each group. The first 
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group of capitalists, OJ, receives an income equal to OT units of steel 
and operates on the indifference map 1. The second group of capi- 
talists, /M, receives an income equal to TU units of steel and operates 
on the indifference map un. The first group of workers, KN, receives 
an income equal to UV units of steel and operates on the indifference 
map m1. And the second group of workers receives an income equal 
to VW units of steel and operates on the indifference map tv. The 
position of each indifference map depends, of course, upon the 
equilibrium position of the proceeding group. Adding up the cloth 
consumption of our four groups, we secure the trading point X. 

The procedure just described might be extended to treat differ- 
ences in income among persons. If, for instance, the stock of capital OJ 
were divided among three persons, one of them owning OH units, 
the others sharing H/ equally, we could treat OH and H/ as separate 
groups. We should, in fact, have to do so. Though the indifference 
maps of the three persons are identical (they all belong to the group 
OJ), the person owning OH units might purchase steel and cloth in 
different proportions than the persons sharing H/ units. The three 
persons owning OJ units of capital could be treated as a single group 
for purposes of demand analysis only if their individual indifference 
maps evinced unit elasticity of demand for cloth and steel. 

Finally, let us observe that the diagram used in this discussion 
can be used to construct an offer curve. Were we to alter slightly 
the international ratio of exchange, CLD, in Figure 1 we would 
generate a new production point, Z, and a new trading point, X. 
Repeating this process, we should ultimately secure a schedule 
showing the amounts of cloth and steel that would be traded at 
various sets of prices. This schedule 7s an offer curve. 


Columbia University, New York PETER B. KENEN 
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DAS HANDWORTERBUCH 
DER SOZIALWISSENSCHAFTEN! 


Nur zégernd unternehme ich es, hier die ersten fiinf geschlossenen Bande? des in 
Fortsetzungslieferungen erscheinenden neuen Handwérterbuches der Sozial- 
wissenschaften — knapp die Halfte des vorgesehenen Gesamtumfanges — anzu- 
zeigen. Fiir fast 3500 Seiten Lexikonformat standen mir nur ebensoviele Worte 
zur Verfiigung: da muss trotz Uberschreitung um ein gutes Viertel vieles, zu 
vieles unausgesprochen bleiben. Vor allem wird unverantwortlich oft die Be- 
griindung fiir an sich unvermeidliche Werturteile fehlen; was die in der Auswahl 
liegende Gewichtung betrifft, kann sie indirekt darin gesehen werden, dass der 
Rezensent an theoretisch orientierten dkonomischen Artikeln primar interessiert ist. 
(Und in der Tat handelt es sich ja auch grundsatzlich um ein wirtschaftliches, 
insbesondere um ein wirtschaftswissenschaftliches Handwoérterbuch.) Beitrage 
iiber institutionelle Probleme von ékonomischer Relevanz kommen in der Be- 
sprechung also zu kurz (im Text selbst sind sie leider wiederholt zu lang aus- 
gefallen), doch diirften diese — speziell soweit sie bloss deutsche Verhaltnisse im 
Auge haben — den Leserkreis von Kyklos auch nicht sonderlich ansprechen und 
ihm jedenfalls in der erforderlichen Kirze inhaltlich nicht nahezubringen sein. 
Solche Beschrankung ist zugleich Selbstbeschrankung aus mangelnder wissen- 
schaftlicher Zustandigkeit, und sie gilt fiir betriebswirtschaftliche und (wirt- 
schafts)rechtliche sowie mathematisch-statistische und gar soziologische oder 
sozialphilosophische Arbeiten in noch verstarktem Masse. (Gelegentliche Stel- 
lungnahmen zu ihnen seien als die Regel bestatigende Ausnahmen gewertet.) 

Das neue Handworterbuch der Sozialwissenschaften ist ja anders und vor 
allem breiter angelegt als sein traditionsreicher Vorganger, das Handwérterbuch der 
Staatswissenschafien. Es umfasst im Sinne angestrebter Einheit der Sozialwissen- 
schaften mehr als Politische Okonomie, obgleich der Bezugspunkt fiir erfasste 
Themen aus naher verwandten Sozialwissenschaften der wirtschaftliche bzw. der 
wirtschaftswissenschaftliche ist. Ein Vergleich mit der letzten Auflage des Hand- 
worterbuches der Staatswissenschaften ware lohnend, im grossen wie im kleinen, 
aber er ist aus Raumgriinden nicht méglich. Dass fiir die theoretische National- 
ékonomie im weitesten Sinne die Ergebnisse der Forschung aus drei Jahrzehnten 
auf- und einzuarbeiten gewesen sind, bedingt um so mehr grundsatzliche Unter- 
schiede zwischen damals und heute, als seither solche «Revolutionen» wie die 
keynesische oder die 6konometrische stattgefunden haben, deren Reprasentanten 

1. Handwérterbuch der Sozialwissenschaften (zugleich Neuauflage des Handworterbuches der Staatswissen- 
schaften), hg. von Erwin v. Beckerath, Hermann Bente (spater in das Herausgeberkollegium eingetreten), 
Carl Brinkmann f¢, Erich Gutenberg, Gottfried Haberler, Horst Jecht, Walter Adolf Joéhr, Friedrich Litge, 
Andreas Predéhl, Reinhard Schaeder, Walter Schmidt-Rimpler, Werner Weber, Leopold v. Wiese. Gustav 
Fischer, Stuttgart / J. C. B. Mohr (Paul Siebeck), Tubingen / Vandenhoeck & Ruprecht, Géttingen. 

2. Band 1: Abbe — Bergson, 1956; Band 2: v. Bernhardi — Chemiefasern (die fiir Juni 1959 angekiindigte 
letzte Lieferung — Nr. 24 — wegen Nichterscheinens bis zum Abschluss des Manuskripts im August 1959 aus- 


genommen) ; Band 5: Handelsrecht — Kirchliche Finanzen, 1956; Band 6: Klasse und Stand — Lésch, 1959; 
Band 9g: Restitution — Stadt, 1956. 
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bzw. Rezipienten im Handworterbuch der Sozialwissenschaften zusammen mit 
Vertretern anderer «neuer» Betrachtungsweisen (Kreislauflehre, Theorie der 
Wirtschaftspolitik) entsprechend zu Worte kommen?. Verstarkte Beriicksichti- 
gung findet die angelsachsische Wirtschaftswissenschaft, und zwar auch die von 
gestern im Sinne einer Marshall-Renaissance; an die Stelle von Theoremen der 
Osterreichischen Grenznutzenschule - speziell in den bekannten Artikeln Hans 
Mayers — schieben sich haufig Modelle der allgemeinen Gleichgewichtstheorie 
nach Walras/Pareto und deren modernen Epigonen. 


I 


Um einen Gesamteindruck vom Handworterbuch der Sozialwissenschaften zu 
vermitteln, ist es erforderlich, unter den fiir die Besprechung vorgesehenen Ar- 
tikeln eine Klassifizierung durchzufiihren und im Wege grosserer oder kleinerer 
Zusammenfassungen sowohl einen Uberblick iiber die fiinf Bande als auch einen 
Einblick in die Disposition des ganzen Werkes zu geben. Hiezu sei vor allen anderen 
eine Gruppe von Beitragen angesprochen, wo ein Hauptstichwort durch eine 
Reihe von Nebenstichwértern erganzt wird. Aus dieser stattlichen Gruppe seien 
vorerst wiederum jene Hauptstichwérter besonders hervorgehoben, welche von den 
Verfassern zu grossangelegten Ubersichten iiber die Materie ausgestaltet wurden. 
Hier sind zu nennen an erster Stelle der Artikel « Aussenhandel (Theorie) » von 
Haberler; dann die beiden eng zusammengehorigen Arbeiten Jéhrs iiber « Kon- 
junktur 1 (Theorie) » und «Konjunktur m (Politik)»; ferner die zwei Beitrage 
«Banken u (Theorie)» von Stucken und «Kredit 1 (Theorie)» von Fohl, die 
ebenfalls einander teilweise iiberschneiden. In allen diesen Fallen liegen dem 
Inhalt wie der Form nacn mustergiiltige Untersuchungen vor, wobei ich jedoch 
speziell die Artikel Haberlers und Stuckens als sozusagen keinen Wunsch offen 
lassend bezeichnen méchte. 

Die Skizze HABERLERS, seither in erweiterter Fassung auch als englisch- 
sprachige Monographie publiziert*, zeigt den anerkannten Fachmann von inter- 
nationalem Format an der Arbeit des Sichtens und Wagens. In vorbildlicher 
Kleinarbeit werden die modernen Beitrage zur Aussenhandelstheorie mit ihren 
impliziten und expliziten Modellannahmen treffend gekennzeichnet und prazise 
analysiert, ohne dass der Gesamtzusammenhang, gegeben in wohldurchdachter 
Gliederung, verloren ginge. Die als stark literaturkritisch zu charakterisierende 
Technik der Darstellung erschwert nirgends die Einsicht in die Sachprobleme, 
erlaubt jedoch zusatzlich immer wieder Riickgriffe auf die Entwicklung einzelner 
Theoreme entsprechend den von den Bearbeitern jeweils bevorzugten Methoden. 
Haberler selbst tritt mit Recht fiir die Notwendigkeit der Beriicksichtigung der 
unterschiedlichen realen Situationen beim Theoriebau ein (so positiv in seiner Ar- 


3. Viel Vertrauen setzen gar nicht wenige Beitrage in die Welfare Economics, zumal im Hinblick auf die 
Lésung offener Fragen. Solcher Optimismus scheint mir angesichts des gegenwartigen Standes dieser For- 
schungsrichtung unangebracht. 

4. A Survey of International Trade Theory, Special Papers in International Economics No. 1, Princeton 
University, 1955. (Die betreffende Lieferung von Band 1 des Handworterbuches der Sozialwissenschaften 
erschien schon friiher.) 
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gumentation iiber die Terms of Trade5), und zwar vor allem in kritischer Ausein- 
andersetzung mit den restriktiven und unrealistischen Annahmen, wie sie etwa 
dem Lerner-Samuelson-Theorem vom vollstandigen Faktorpreisausgleich bei 
Freihandel (Hypothese allseitig identischer Produktionsfunktionen) zugrunde 
liegen. Man staunt iiber die geradezu selbstverstandliche sachliche Entwertung 
modernistischer Modellkonstruktionen, denen nichtsdestoweniger jedes Lob als 
intellektuelle Leistung gespendet wird. 

Gleich iiberzeugend, wenn auch durch andere Mittel, wirkt die didaktisch 
meisterliche Skizze SruckKENs. Wie aus einem Guss steht seine, kaum einen frem- 
den Verfasser nennende, unpersénlich-sachrichtig auftretende und doch so sub- 
jektiv-eigene Aussage iiber eine ungemein weitgefasste Banktheorie vor dem 
Leser. Denn derart unbestritten ist die Geldschépfungsthese (unter Ablehnung 
technischer, aber mit schéner Herausarbeitung der gesamtwirtschaftlichen 
Grenzen) gegeniiber der Annahme blosser Kreditvermittlung wiederum nicht! 
Ahnliches gilt wohl fiir die starke Betonung der « Fristverlangerungsfunktion » der 
Banken. Dabei versteht es der Autor ausgezeichnet, theoretische und institu- 
tionelle Aspekte der Materie nebeneinander zu behandeln und sie widerspruchslos 
miteinander zu verketten, etwa bei der Erérterung der Spaltung des Kredit- 
marktes. (Als wertvolle Erganzung ist Stuckens kiirzerer Beitrag « Liquiditat der 
Banken» zu nennen.) Fouts Kredit-Artikel geht anfanglich zu sehr mit Stuckens 
Banken-Skizze parallel und ist auch sonst etwas zu breit und gelegentlich unnotig 
schwer verstandlich geraten. Seine starksten Seiten sind die geschlossene Darstel- 
lung der Probleme des Produzentenkredits und auch des Konsumentenkredits 
sowie des Staatskredits unter kreislauftheoretischen Gesichtspunkten. Féhl kommt 
so u.a. zur Behauptung einer Méglichkeit der Begrenzung des iiblicherweise nur 
real anvisierten Investitionsmultiplikators durch die Geld- bzw. Kreditschépfung. 

Die beiden Konjunktur-Artikel J6urs befriedigen nicht in gleichem Masse: 
der politische bietet als eine Art Musterbeispiel von Theorie der Wirtschaftspolitik 
mehr als der zu sehr auf das persénliche Anliegen des Autors der Konjunktur- 
schwankungen abgestellte theoretische. Dabei handelt es sich nicht nur um die be- 
kannte Unterscheidung von Impulsen und strukturellen Faktoren und den Weg 
zum sogenannten Kernprozess, sondern auch um eine gewisse Aufoktroyierung 
der Kausalforschung in der Konjunkturtheorie (obwohl ich persénlich die sach- 
liche Auffassung Jéhrs hier teile). Dagegen ist der konjunkturpolitische Beitrag 
durch ein besonderes Einfiihlungsvermégen des Verfassers in die 6konomische 
Praxis gekennzeichnet — so, wenn er iiber die Ausschaltung von Konjunktur- 
schwankungen durch strukturelle Umgestaltung spricht, wenn er den Weg von 
der restriktiven zur expansiven Depressionsbekampfung in der Weltwirtschafts- 
krise schildert oder wenn er die in den jeweiligen Konjunkturphasen anzuwen- 
denden wirtschaftspolitischen Instrumente aufgliedert. Im zuletzt genannten 
Zusammenhang wird meiner Meinung nach freilich zu sehr Beschaftigungspolitik 
als Wirtschaftspolitik und nicht mehr typische Konjunkturpolitik geboten. 


5. Mit kleineren Veranderungen zuletzt im Artikel «Das reale internationale Austauschverhaltnis 
(Terms of Trade) und die wirtschaftliche Entwicklung», Zeitschrift fiir Nationalokonomie, Bd. xvim (1958), 
S. 257ff. 
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II 


Unter den Stichwérter-Familien méchte ich an grésseren zuerst (hier dem Alpha- 
bet folgend) die beiden miteinander sehr eng verwandten iiber Agrarprobleme und 
Landwirtschaftsfragen nennen (zusammen an die 20 Artikel). Aus ihnen ragt die 
Behandlung der « Agrarkonjunktur» von ABEL hervor; er verfolgt im Sinne quali- 
tativer und speziell auch quantitativer Wirtschaftsgeschichte die agrarischen 
Wechsellagen iiber die Jahrhunderte, bringt Beispiele und Schaubilder bei und 
belebt die Darstellung durch ausgewahlte zeitgendssische Zitate. So entsteht eine 
im Sinne empirischer und theoretischer Analyse gleichermassen ausgewogene 
Skizze von hohem wissenschaftlichen Niveau. Ebenso gut gelungen, sowohl nach 
der wirtschaftstheoretischen als auch nach der wirtschaftspolitischen Seite hin, 
ist der Beitrag « Agrarpreise» von Abel, wahrend die Hauptstichworter « Agrar- 
politik» und « Landwirtschaft», geschichtlich von Abel und wirtschaftspolitisch 
von Nrenaus bearbeitet, im ganzen etwas abfallen. Fast 30 Einzeluntersuchungen 
sind dem Problemkreis der Arbeit gewidmet, darunter « Arbeitslosigkeit 1 (Allge- 
meines) » und « Arbeitsmarkt» von E. WILLEKE, beides erwahnenswerte, wiewohl 
nicht unbestrittene Skizzen. Ahnliches gilt fiir den Beitrag « Arbeit » von CaRELL, 
der auch fiir den Produktionsfaktor « Boden » zeichnet. 

Unter den wirtschaftspolitischen Ubersichtsartikeln nimmt der iiber « Aussen- 
handelspolitik m (System und Methoden) » von Pitz einen besonderen Platz ein. 
Es gelingt dem Autor namlich im Geiste theoretischer Wirtschaftspolitik, ein sach- 
bezogenes System (Unterscheidung von liberaler Aussenhandelspolitik, Aussen- 
handelsmonopol und Aussenhandelslenkung) aufzustellen und gegeniiber der 
Vielfalt der zu subsumierenden Probleme auch durchzuhalten, sowie methodisch 
mit marktformenpolitischen, preispolitischen, mengenpolitischen und wahrungs- 
politischen Massnahmen eine eindrucksvolle Gliederung der wirtschaftspolitischen 
Aktivitaten vorzunehmen. (Stofflich erganzt wird diese konzentrierte Skizze durch 
von demselben Verfasser bearbeitete Einzelstichwoérter der Aussenwirtschaft, wie 
Autarkie, Bilateralismus, Kontingente usw.) 

Uber die Stichwérterfamilie des Bankwesens (an die 20 Artikel) ist zusammen- 
fassend zu sagen, dass hier eine ungemein geschickte Aufspaltung des Problem- 
komplexes in Einzelstichwérter stattgefunden hat, wobei auch der internationale 
Uberblick sehr informativ wirkt. Nicht dasselbe lasst sich leider fiir die rund 10 
Beitrage tiber Industriewesen behaupten. Insbesondere bietet das Hauptstichwort 
«Industriepolitik 1 (Theorie) » von GuTMANN recht wenig und vor allem keine 
Theorie. (Auch von der Arbeit H. v. BEcKERATHS iiber «Industriepolitik 1: 
Epochen und Bereiche» habe ich mehr erwartet; sie ist nur neben den ent- 
sprechenden Darstellungen THALHEmMs fiir die Aussenhandelspolitik und WENDTS 
fiir die Banken zu nennen.) Dagegen liest man voll Spannung und mit Gewinn die 
beiden eng zusammengehdrigen komplexen Skizzen W. HorrManns iiber « Indu- 
strialisierung» (1: Typen des industriellen Wachstums, 1: Gréssenordnungen 
des industriellen Wachstums) sowie vor allem die glanzende Spezialstudie dieses 
Autors iiber « Industriefinanzierung». Hier werden die industriellen Spezifitaten 
gebihrend beriicksichtigt, ebenso aber auch die besondere Lage in den einzelnen 
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Landern, was noch eindringlicher in « Industrialisierung 1» an Hand von Bei- 
spielen zum Ausdruck kommt; dort wird eine sehr vielschichtige Problematik 
unter empirischer Orientierung so prazise wie méglich zur Darstellung gebracht, 
wobei die Formulierungen in « Industrialisierung 1» vielleicht manchmal zu viel 
decken wollen und zu breit geraten sind. 

Mit Abstand am wenigsten gut gelungen scheint mir die Diskussion der 
Kapitalfragen in etwa 10 Artikeln. Das gilt schon fiir den den Einzelstichwoértern 
verhaltnismassig zugestandenen Umfang: Die Durchschnittsarbeit GuTMANNs 
iiber « Internationalen Kapitalverkehr» ist mit 15 Seiten viel zu lang ausgefallen, 
wahrend H. Peters Hauptstichwort «Kapital u (Gesellschaftliche Theorie des 
Kapitals) » unbedingt zu kurz geworden ist. Dazu kommt als weiteres negatives 
Element der ziemlich polemische Charakter® der letztgenannten Studie (gegen die 
«produzierten Produktionsmittel» als Realkapitalbegriff), insbesondere in Ver- 
bindung mit der eher diirftigen, nur negativen «Abgrenzung» des eigenen 
Kapitalbegriffs, fiir den das monetare Element offensichtlich nicht geniigt 
(Einschluss der Kreditbeziehungen und auch des kapitalistischen Charakters im 
Sinne von Marx). Bei solcher Sachlage freut man sich geradezu dariiber, dass 
GRUNAU in seinem Beitrag «Kapitallenkung» manches bringt, was nicht un- 
mittelbar dort hineingehGrt, und allgemein recht konservativ argumentiert. (In 
der gegliickten Systematik lasst sich diese Skizze in etwa mit jener — an sich an- 
spruchsvolleren — von Pitz iiber «Angebotslenkung» vergleichen.) Zu allem 
Uberdruss geht WEINBERGERS Behandlung des Stichwortes « Kapital 1 (Ge- 
schichte der Kapitaltheorie) » nicht die besten Wege. 

Um so erfreulicher wirkt die Darstellung des Kreditwesens, und zwar sowohl in 
dem bereits besprochenen Artikel «Kredit 1 (Theorie) » von F6ut als auch im 
Beitrag « Kredit 1 (Geschichte der Kredittheorie) » von V. F. WAGNER. Wagners 
sachgerechte Gliederung und Erérterung der verschiedenen Kreditlehren ver- 
dient alles Lob, ganz besonders im Hinblick auf die persénliche Zuriickhaltung 
des Autors gegeniiber fremden, mit der eigenen in Widerspruch stehenden Auf- 
fassungen. Schon in diesem Sachzusammenhang und nicht erst unter den finanz- 
wissenschaftlichen Abhandlungen seien ferner die Stichworter «Offentlicher 
Kredit» (1: Geschichte, 1: Theorie) in der durchschnittlichen Behandlung (1) 
durch F. U. WILLEKE (ganzliche Vernachlassigung der neueren Zeit!) und der 
ausgezeichneten Bearbeitung (m1) durch NOLL von DER NAHMER angezeigt. Bei 
letzterem besticht die eingehende informative Disposition und da wieder speziell 
die differenzierte Diskussion 6ffentlicher Kredite bei voll ausgenutztem und nicht 
voll ausgenutztem volkswirtschaftlichen Kreditfonds mit klarer Aufweisung der 
Vorteile und Nachteile; auch die Frage der Grenzen der Kreditfinanzierung, 
welche nicht in der steuerlichen Leistungsfahigkeit sondern im Kapitalmarkt ge- 
sehen werden, findet eine eigenstandige Erérterung. 

Selbstverstandlich befassen sich auch zahlreiche Artikel mit sozialen Stich- 
wortern und solchen iiber «Sozialismus» und «Sozialisierung». Ich nenne hier 


6. Voll Polemik ist der zum Uberdruss auch schlechte Artikel «Bedarf und Bediirfnisse» von Stein. 
Unnétig lang qualt sich eine phanomenologisch-ontologische Lobeshymne auf Gottl-Ottlilienfelds Bedarfs- 
lehre, gespickt mit Vorwiirfen von Fiktionen gegeniiber den Osterreichern und Konstruktionen gegeniiber 
den Gleichgewichtstheoretikern, widerspruchsreich einem mageren sachlichen Ergebnis zu. 
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den Beitrag Rittics iiber «Sozialisierung 1 (Theorie) » sowie die Arbeit von 
LANDAUER iiber «Sozialismus mt (Theoretische Konzeptionen des nachmarxi- 
stischen Sozialismus)», beide 6konomistisch, aber mit 6konomisch relevanter 
Argumentation. Schliesslich sei auf die der Sache nach skeptisch-reservierte, in 
der Form zweckmassigerweise fiir Definitionen, weil fiir den Wechsel des Lebens 
offene Skizze «Sozialpolitik m (Sozialpolitik als Wissenschaft) » v. WresEs hin- 
gewiesen. 


III 


Zur Bildung einer weiteren Gruppe von Stichwértern kann auf eindeutige Wert- 
urteile nicht verzichtet werden; sie soll namlich jene wesentlich wirtschafts- 
theoretischen Artikel einschliessen, welche als selbstdndige Hauptstichwérter be- 
zeichnet werden kénnen, und zwar auch von diesen nur die besonders gut gelungenen. 
Hier ist an erster Stelle der originell konzipierte und umfassend angelegte Beitrag 
« Inflation» von GreRscH zu nennen. Nach dem modernsten Stand der Forschung 
wird da im Gegensatz zu der friiher iiblichen rein monetaren Interpretation die 
Inflation als reales Phanomen (Nachfrageiiberhang) klar herausgearbeitet. Der 
Verfasser unterscheidet als letztverursachend a) eine Giiterliicke oder b) eine 
Faktorenliicke oder c) eine Realeinkommensliicke, deren verschiedene Konse- 
quenzen auch fiir den Fall von Ursachenkombinationen subtil analysiert werden. 
Besonders fruchtbar erweist sich dieses Vorgehen in der Behandlung der jeweils 
gesamtwirtschaftlich besten Inflationsbekampfungsmassnahmen, als welche 
marktpolitische, geldpolitische und finanzpolitische vorgefiihrt werden. Die ge- 
lungene Abrundung durch geschichtliche Beispiele unterstreicht den Eindruck 
einer vorbildlichen Synthese von Theorie und Politik mit der 6konomischen 
Praxis. 

Sozusagen im gleichen Atemzug muss der Artikel «Investitionen» von 
H. MEINHOLD genannt werden. Er ist natiirlich starker wirtschaftspolitisch orien- 
tiert, enthalt aber auch eine in ihrer Geschlossenheit und Uberzeugungskraft sehr 
gut konzipierte Skizze der Investitionstheorie; fiir eine innere Verbindung beider 
leisten die scharf herausdestillierten Investitionseffekte (Einkommens-, Kapazi- 
tats-, Rationalisierungs-, Erschliessungs- und Konsumeffekt) wertvolle Arbeit. 
Ausgehend von der traditionellen Definition gelangt der Autor iiber Reinvestition 
und Vorratsinvestition zur Neuabgrenzung gegeniiber dem Konsum (Ausschal- 
tung der Haushaltungen). Ob es sich um die Unterscheidung zwischen indu- 
zierten und sogenannten autonomen Investitionen, um die S/J-Problematik, um 
die Beriicksichtigung der Zeitkomponente usw. handelt, alles findet eine ungemein 
durchdachte Wiirdigung. Selbstverstandlich bedeutet solches Lob nicht volles 
Einverstandnis des Rezensenten mit den gelegentlich so modernistischen Thesen 
von Giersch und Meinhold in allen massgeblichen Punkten. Aber darauf kommt 
es im Besprechungszusammenhang ja gar nicht an. 

Sehr viel wird der Leser aus zwei weiteren hieher gehérigen Artikeln ent- 
nehmen kénnen, und zwar gleichgiiltig, wo sein wirtschaftswissenschaftlicher 
Standort liegt. Der erste ist die Gemeinschaftsarbeit von H. PETER und REICHARDT 
iiber «Kreislauf, 6konomischer», eine mustergiiltige Synopsis der Entwicklung 
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des Kreislaufgedankens in dogmen-historischer und dogmen-kritischer Betrach- 
tung mit dessen Anwendung in den Kreislaufanalysen von Quesnay, Marx und 
Keynes. Die bildliche Darstellung des Kreislaufes wird den Kreislaufmatrizen 
gegeniibergestellt, die Aggregationsproblematik (Leontief) diskutiert, freilich 
ohne Beriicksichtigung des nur im Bild der Spirale fassbaren Zeitmoments. Der 
andere Beitrag ist die bewusst den an sich engen Rahmen iiberschreitende und 
etwas provokatorisch nach fast allen Seiten hin exzedierende Skizze « Katallaktik » 
von FEts. Sie eréffnet wie nur noch der Artikel Haberlers voll und ganz die rele- 
vante internationale Literatur schon im Text und liefert eine ebenso eigenwillige 
wie zum selbstandigen Nachdenken anreizende Schau offener (Verfahrens-) 
Fragen und deren aktuellster Interpretation. 

Eine ahnliche Denkarbeit, wenn auch mehr im Sinne notwendigen Um- 
denkens, verlangt der gleichfalls recht origineile Beitrag StiTzets iiber « Liqui- 
ditat». Aus einer einsichtigen Aufgliederung der Arten wird der Begriff gewonnen 
und zur Messung weitergeschritten; im Hinblick auf die wirtschaftspolitische 
Nutzbarmachung werden aktuelle und potentielle Liquiditat auseinandergehal- 
ten. In der Thematik ein wenig verwandt ist der Artikel Sruckens iiber «Speku- 
lation», der ebenfalls eine weitgehende Begriffsklarung bietet. Der Unterschied 
liegt — auf diesen Punkt sei, da er sich hier geradezu aufdrangt, ausnahmsweise 
deutlich hingewiesen — formell in der Art (Stil) der Bearbeitung: ungemein 
schwer verstandlich bei Stiitzel, leicht fassbar bei Stucken. Dankenswerterweise 
beriicksichtigt letzterer die Erwartungsproblematik, doch erértert er sie meines 
Erachtens iiber Gebiihr ausfihrlich. 

Der behandelten Materie nach gehéren die drei Artikel: «Indifferenz- 
prinzip, 6konomisches» (H. MULLER), «Konsum» (Kotms) und «Sparen» 
(HALLER) nahe zusammen; auch ihr Niveau ist trotz der jeweils verwirklichten 
Eigenart des Verfassers in dem Sinne ein gleiches, dass sie gut informieren und 
solide gearbeitet sind. (Meine sachlichen Bedenken haben sie natiirlich nicht ent- 
kraftet.) Bei Koims wird iibrigens die Schwierigkeit, Altes und Neues abwagend 
zusammenzupassen, auffallend sichtbar, zumal auch dem Lebensstandard- 
Prinzip zu einseitig Raum gewahrt ist. Als Beispiel fiir einen zu knapp geratenen 
Beitrag iiber ein viele Praktiker und 6konomisch interessierte Laien gewiss sehr 
ansprechendes sachliches Stichwort ist die Skizze MU tier-Armacks iiber 
«Soziale Marktwirtschaft» zu nennen; ihr steht eine recht abgerundete, doch 
allzu breite Darstellung im korrespondierenden Artikel « Interventionismus» von 
Kino unproportioniert gegeniiber. 

Wenn in dieser Gruppe nun noch die wichtigeren finanzwissenschaftlichen 
Untersuchungen kurz angezeigt werden sollen, dann hauptsachlich der ange- 
strebten Vollstandigkeit halber. Behandelt werden das Budgetwesen in drei Bei- 
tragen von SENF, WEICHMANN und HErniG-VIALON sowie « Offentliche Ausgaben » 
in institutionell-pragmatischer Art von TERHALLE. Hervorheben mochte ich die 
beiden Artikel «Offentliche Anleihen» und «Konversionen» von Timm wegen 
der gelungenen Verbindung theoretischer und praktisch-politischer Elemente 
sowie die anregende Darstellung des Stichwortes « Kérperschaftsteuer» durch 
BICKEL mit einem lehrreichen Landervergleich. 
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IV 


Eine geschlossene Gruppe der dogmenhistorischen Artikel lasst sich nicht bilden, weil 
manche der Thematik nach nicht hieher gehérige Arbeiten gréssere oder kleinere 
dogmenhistorische Teile aufweisen und andere mehr oder weniger einschlagige 
aus ihrem Sachzusammenhang nicht herausgerissen werden kénnen. Ich be- 
schranke mich also auf eine Auswahl im Sinne sogenannter Schulen-Darstel- 
lungen. Hier lassen sich auf der einen Seite die die Persénlichkeit des Verfassers 
deutlich widerspiegelnden Wiirdigungen der «Klassischen Nationalékonomie » 
durch Briefs und der «Historischen Schule» durch C. Brinkmann sowie auf der 
anderen Seite die knappen, rein auf die Materie hin ausgerichteten Uberblicke von 
H. Miller und Jochimsen iiber die « Lausanner Schule» und von Guillebaud iiber 
die «Cambridger Schule» zusammenfassen. Eine gewisse Mittelstellung nimmt 
MontTAners «Institutionalismus» ein, der den Autor mit dem Stoff geradezu 
eins zeigt, wahrend TautscHer, fiir den an sich dasselbe gilt, den « Kameralis- 
mus» zu selbsttatig in einem modern funktionalistischen Sinn uminterpretiert. 
(Von letzterem stammen auch die Wiirdigungen Bechers, Carls, Justis und 
Sonnenfels’.) 

Mit intellektueller Meisterschaft stellt Br1reFs die Klassiker in den Liberalismus 
und die diesem zugrunde liegenden Geistesstrémungen hinein und charakterisiert 
er ihre Hauptreprasentanten eigenwillig als Persénlichkeiten verschiedener Pra- 
gung unter 6konomischem und - weitaus iiberwiegend — metadkonomischem 
Aspekt. Etwas unvermittelt wird Keynes mit dem « Ende des laisser-faire » an den 
Schluss der Reihe gesetzt; ein Subkapitel iiber Keynes und die Klassik ware zweck- 
massiger gewesen. (Im Schrifttumsanhang wird ein sehr vollstandiger Uberblick 
iiber die sogenannten klassischen Nationalékonomen und deren Arbeiten gegeben. ) 
BRINKMANN verzichtet dagegen ganz auf Namen und liefert einen ebenso geist- 
reichen wie geschlossenen (und einseitigen) Essay iber den Historismus, stellt also 
auch die «historischen» Nationalékonomen in einen grésseren Rahmen, oben- 
drein in ihre politische Welt. (In den biographischen Artikeln iiber Knies, 
Roscher und Schmoller holt er bei der Schulen-Darstellung Vernachlassigtes 
etwas auf, wenn auch speziell bei Knies in zu geringem Masse.) 

H. MU.ier und Jocuimsen bieten eine gelungene Definition der Lausanner 
Schule, arbeiten gut deren Gleichgewichtsbegriff und Methodik heraus, aussern 
sich aber fiir mein Gefihl zu positiv iiber die von dieser unternommene «Ent- 
psychologisierung» der 6konomischen Theorie. Anderseits finden sich wiederum 
in der sehr knappen Fassung zu viele kritische Einzelbemerkungen ohne aus- 
reichende Aufzeigung der Basis hiefiir. GuitLEBAuDs Abriss der Cambridge 
School ist unausgeglichen in dem Sinne, dass sich zwischen iiberzeugende Wiirdi- 
gungen grosser Persénlichkeiten der englischen Neoklassik gelegentlich nichts- 
sagende Floskeln, so iber deren Verhaltnis zueinander, einschleichen. 
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Vv 
Einen wichtigen Platz miissen in jedem Lexikon die Biographien einnehmen, und 
in der Tat weist das Handwérterbuch der Sozialwissenschaften bisher an die 150 
auf. Dasselbe gilt in geringerem Masse, jedoch bei einem 6konomischen Lexikon 
unbedingt, fiir Ldander-Artikel, an denen es etwa 50 gibt. Auf die letzteren einzu- 
gehen muss ich mir versagen, doch sei immerhin jener iiber « Israel» wegen seines 
erschépfenden und fesselnden Inhalts ausdriicklich genannt sowie darauf hinge- 
wiesen, dass nicht weniger als 16 Beitrage sich mit Problemen der Sowjetunion 
befassen. 

Unter den Biographien nimmt die von Harrop iiber «Keynes» einen be- 
sonderen Platz ein. Keynes wird hier von seinem Leibbiographen als ein mensch- 
liches Vorbild, als Leittypus eines erfolgreichen Nationalékonomen in den Mittel- 
punkt einer recht langen, doch nie langweiligen Abhandlung gestellt. Ganz 
anders zeichnet SCHLESINGER «Lenin», zwar sehr positiv und in der Linie des 
orthodoxen Marxismus einseitig, aber stets aus den wechselnden realen Situa- 
tionen heraus, also durchaus «konform». Liebevoll — um eine dritte Art des Her- 
antretens zu erwahnen —- zeichnet Altbundesprasident Heuss das Bild von 
« Schulze-Delitzsch», eines Charakters, der sich so wahrscheinlich am besten ein- 
fangen lasst. 

Die Meister der Nationalékonomie hingegen wird man, insbesondere die 
alten unter ihnen, wohl am vorteilhaftesten von ihrem Werk aus und in diesem 
erfassen kénnen. An eine solche Technik haben sich F. K. MANN mit seiner 
Wiirdigung von «Smith» und Amonn bei seiner Wertung « Ricardos» gehalten, 
und das glanzende Ergebnis gibt ihnen durchaus recht. (Mann schreibt auch iiber 
«Schaffle» und «Seligman», Amonn auch iiber «Say» und «Sismondi».) 
Ahnlich verfahrt Kruse in seinen Skizzen iiber «Hume» und «Senior», wahrend 
ForsTMANN fiir die Biographie « Helfferichs» und C. Brinkmann fiir jene « Lists» 
zweckentsprechend auf deren Leben und Wirken abstellen. 

Unter den Biographien der erst in jiingerer Zeit verstorbenen deutschen 
Nationalékonomen, welche verstandlicherweise fast durchgehend eine starke 
persénliche Note aufweisen, muss jene Hans MO.xerRs iiber «Stackelberg» als 
besonders gegliickt — plastisch steht das Bild des Gewiirdigten vor dem Auge des 
Lesers — hervorgehoben werden. Dagegen ist der Artikel StiTzets iiber « Lauten- 
bach» doch zu einseitig ausgefallen und scheint «Sombart» in der eingehenden 
Darstellung durch WEIPPERT zu sehr in dessen Sinne gedeutet. SCHAEDERS Bio- 
graphie von «Schumpeter», erleichtert durch so viele ausgezeichnete Nachrufe in 
Fachzeitschriften, lasst dem grossen Austro-Amerikaner alle Gerechtigkeit wider- 
fahren, doch hatte dieser sich einen originelleren und schwungvolleren Inter- 
preten verdient. Warum SToLPeR iiber « Lésch» trotz seiner innigen Vertrautheit 
mit dessen Werk so wenig zu sagen weiss, ist unerfindlich; hingegen lasst KLOTEN 
schén das Werk « Barones» erstehen. Zusammenfassend ist iiber die Biographien 
des Handworterbuches der Sozialwissenschaften zu sagen, dass sie — trotz ge- 
legentlichen quantitativen und qualitativen Disproportionalitaten (zu kurz iiber 
«Jevons» — zu lang iiber «F. A. Lange»; wozu hier eine Biographie iiber 
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« Huizinga»?) — im Durchschnitt weit mehr befriedigen als jene des alten Hand- 
worterbuches der Staatswissenschaften. 


VI 


Ganz besonders gewagt ist natiirlich die Bildung einer Gruppe von Stichwértern, 
welche mehr oder weniger klar nicht-nationalékonomischen Disziplinen zuge- 
héren, jedoch von ékonomischer Relevanz sind. Wenn solches hier trotzdem getan 
wird, dann, um die Gliederung als solche bis zum Ende durchzuhalten. Wenige 
Zweifel wird es in diesem Punkt iiber die Einreihung grundlegender betriebswirt- 
schaftlicher Beitrage geben; nennen méchte ich da vor allem den Artikel « Be- 
triebswirtschaftslehre m (System)» von GuTENBERG, dann die Skizze H. Kocus 
iiber « Betriebsgrésse» und schliesslich auch den Beitrag « Kostenrechnung» von 
MELLEROWICZ, wahrend die grossen Abhandiungen iiber Bilanzwesen doch zu- 
allererst den Betriebswirtschafter und ihn allein angehen. Die Stichwérter 
«Spieltheorie», bearbeitet von MORGENSTERN, der sie fiir den wirtschaftswissen- 
schaftlichen Gebrauch bekanntlich selbst erstmals einsetzte, und «Linear Pro- 
gramming», von ANGERMANN verfasst, gehéren wohl ebenso hieher wie unter den 
Artikeln der reinen Statistik « Indexzahlen» von FLASKAMPER und « Korrelations- 
analyse» von KELLERER sowie aus jenen der angewandten Statistik beispielsweise 
« Haushaltungsstatistik» von ScHMUCKER und «lInvestitionsstatistik» von 
ScuHOrry (beide trotz Langen sehr ansprechend). 

Weniger trifft das schon zu fiir die zwei glanzend geschriebenen und mit- 
einander dem Thema wie seiner inhaltlichen Behandlung nach eng verwandten 
Skizzen iiber « Liberalismus 1 (Politischer Liberalismus)» v. HAyexs und 
«Liberalismus m (Wirtschaftlicher Liberalismus)» v. Muses’ oder doch zu- 
mindest fiir den ersteren. Beide Autoren sind iibrigens viel zu bekannt, als dass 
diese neuerliche Darlegung ihrer Standpunkte hier sachlich gewiirdigt werden 
miisste. Hingegen méchte ich wegen ihrer methodologischen Relevanz auch fiir 
die Nationalékonomie — etwa die Problematik einer allgemeinen Handlungs- 
lehre — die zwei interessanten Artikel v. Kempsxis iiber «Sozialwissenschaft » 
und «Sozialphilosophie» ausdriicklich hervorheben. Dasselbe gilt ganz allge- 
mein, wenn auch abgeschwacht, fiir den Beitrag « Imperialismus» von Maus mit 
seinem Mut zu allseitiger praziser Interpretation sowie die juristischen Skizzen 
iiber « Integrationslehre» von SMEND und « Kartellrecht» von REINHARDT (wenn 
auch letztere durch das neue bundesdeutsche Gesetz iiber Wettbewerbsbeschran- 
kungen weniger aktuell geworden ist). 

Dass dagegen Studien iiber « Kapitalismus» — von HEIMANN —- und «Soziale 
Sicherheit» — von WEIssER — ebenso in diese Gruppe fallen wie das Stichwort 
« Katholische Soziallehre», wenn es von einem nationalékonomisch derart kompe- 
tenten Autor wie MEssNER bearbeitet wird, leuchtet viel eher ein. Zuletzt méchte 
ich aber die selbstgezogene Grenze sogar ausdriicklich iiberschreiten dadurch, 
dass ich den grossen Uberblick v. Wieses iiber «Soziologie» anfiihre, und zwar 
unter gleichzeitigem Verweis auf den den Standort des Verfassers eindeutig 
charakterisierenden weiteren Beitrag « Beziehungslehre». 
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Zu Kritik im ganzen wie im einzelnen mag da und dort mancher Grund sein, 
wenn die Konzeption des Handwérterbuches der Sozialwissenschaften selbst ein- 
gehend diskutiert wiirde. Dafiir ist hier kein Platz. Das Gesamturteil uber dieses 
grossangelegte wissenschaftliche Unternehmen hingegen muss durchaus positiv 
lauten. Und jedenfalls gebiihrt Respekt jenen Mannern, welche die schwere Ver- 
antwortung iibernommen haben und sie weiter tragen miissen, sowie ein nament- 
liches Lob dem derzeitigen federfiihrenden Herausgeber, Professor HERMANN 
BENTE aus KOln, fiir seine neue Initiative. — Zu danken ist schliesslich den drei 
Verlagshausern, welche sich fiir die Herausgabe des Werkes zur Verfiigung ge- 
stellt haben und dabei ein wohl nicht geringes Risiko eingegangen sind’. 


Universitat Wien ( Osterreich ) WILHELM WEBER 


7. Die weiteren Bande des Handworterbuches der Sozialwissenschaften werden hier kinftig sogleich 
nach ihrem Erscheinen angezeigt. 





ECONOMIC FORECASTING 


From the old world comes a group of fresh, novel, and daring ideas; from the 
new comes a cautious, conservative approach, together with great reliance on 
experience and intuition, as opposed to more objective techniques. This great 
contrast characterizes two simultaneous and independent contributions to the 
theory and practice of economic forecasting?. 

These differences are not intended to imply any standards of merit for the 
two volumes under review. T..2y simply are striking contrasts that we might not 
expect to find across the Atlantic. Theil’s book is written in the tradition of the 
Dutch econometric school and carries both the theory and application of their 
methods far into new ground. Bassie, on the other hand, largely consolidates the 
practices of the modern American post-Keynesian school in interpreting the 
national income accounts, aided a bit by judicious application of multiple cor- 
relation techniques. Bassie’s book is, in a broad sense, descriptive of what hundreds 
of professional forecasters are now doing in America. Theil goes beyond a de- 
scriptive discussion of Dutch practices and provides many suggestive ideas about 
the future course of research in forecasting methods. 


1. Economic Forecasts and Policy 


Theil’s volume covers a wide range of material—forecasting technique, fore- 
casting practice, statistical inference in econometrics, and the theory of economic 
policy. He insists that any inclination of readers to view the presentation as 
heterogeneous ought to be dispelled in the summing up; yet I cannot help feeling 
that he has written more than one book and covered at least three different 
subjects: 1. economic forecasting, 2. statistical inference in econometrics, 3. the 
theory of economic policy. 

The treatment of forecasting covers the calculation of point predictions, 
interval predictions (point prediction and associated error), an analysis of forecast 
realization together with statistical measures of realization, and empirical ap- 
praisals of three major attempts at forecasting. The actual forecasts are those of 
macroeconomic variables for the Dutch and Scandinavian economies, 1948-1953, 
and microeconomic variables for the German leather and shoe industry, 
1951-1953. The macroeconomic variables studied are total production, employ- 
ment, prices, wage rates, exports, imports, and similar magnitudes that occur 
in most aggregative econometric models. The Dutch model is explicit. It is the 
well-known system published in 1955 by the Central Planning Bureau and used 
in developing the annual plans for the economy*. The Scandinavian forecasts 

1. H. Tue (assisted by J.S.Cramer, H. Moerman, A. Russchen), Economic Forecasts and Policy. Amster- 
dam 1958, North-Holland Publishing Co., xxx1, 562 pp. 50Dfl. V Lewis Bassie, Economic Forecasting. 
New York and London, 1958, rm, 702 pp. 68s. 


2. A convenient discussion in English of the Dutch model is contained in Scope and Methods of the 
Central Planning Bureau, The Hague 1956, Central Planning Bureau. 
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were not made from formal equation systems, but, like the Dutch forecasts, were 
developed in connection with the formulation of economic plans by public 
authorities. 

The third empirical study of forecasts deals with a hierarchy of relations 
describing the German leather and shoe industry including predictions of micro- 
economic magnitudes such as orders, stocks, buying prices, and selling prices. 
This study is based on data collected in sample surveys by the 1Fo-Institut fiir 
Wirtschaftsforschung in Munich. The survey results constitute what are referred 
to as ““Munich Business Tests’’. 

From a methodological point of view, Theil’s main contribution to forecasting 
studies is the devising of statistical measures of errors which show the association 
between predicted (P) and actual (A) values. His inequality coefficient is 


we 
Y= (Pi—Ai)? 


n 


x Per 
/ 3 p21 og - 
"ae Pod . & 
The analogy, yet the difference, between this and the usual correlation coefficient 
is obvious. The total coefficient of inequality is decomposed into 


where 
—- = 
U, = =—S 
D 
: —* 
Us I 
sé D 
u, —V 2=" SpSa 
D 
P,A means of P and A, respectively 
Sp,S4 = standard deviations of P and A, respectively 
r correlation between P and A 
D denominator of U 


Since Theil’s measures are merely simple transformations of usual correlation 
and moment measures it seems to be unlikely that they could add much to the 
analysis, unless they happen to have a more obvious sampling distribution than 
do the conventional statistics or lead to some other revealing simplification. In 
Theil’s system of statistics, U,, measures inequality (between predicted and 
actual values) due to unequal central tendency (P+ A); Us measures in- 
equality due to unequal variation (Sp + S4); and U, measures inequality due 
to imperfect covariation (r+ 1). They do help to specify the source of in- 
equality between P and A. In that sense, they are useful statistics. 
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Where forecasts are made from an explicit model with estimated parameters 
and probability structure, I much prefer an analysis in terms of tolerance inter- 
vals. In an early discussion of interval prediction, Theil constructs a conjidence 
interval about a regression line but does not deal with the problem adequately 
as has been demonstrated so forcefully by Wallis*. A tolerance interval dealing 
with a distribution of predictions of a random variable would seem to be more 
appropriate than a confidence interval dealing with the prediction of a parameter. 

Theil finds a reasonably good performance record for the Dutch and Scandi- 
navian forecasts in the postwar period. They certainly stand up well against a 
persistence type of naive model. The most significant error that he finds is a 
tendency to underestimate changes. This important finding runs throughout the 
whole book and turns up again in the microeconomic study of the German shoe 
and leather market as well as other places. Of course, this is not a new result. 
It has long been known in the use of sample survey methods for prediction that 
“‘no change’’, either for past or future, is reported more often than occurs. Also, 
point-by-point extrapolations of econometric systems, in which errors are as- 
sumed to be zero, have a smaller amplitude of fluctuation than do corresponding 
actual series, in which error terms are present. 

The analysis of the leather and shoe industry consists, to a large extent, in 
the building of a model tracing variables through six stages of economic operation 


I Wholesale traders in raw hide 
u =©> Tanneries 

ut Wholesale traders in leather 
tv. Shoe manufacturers 

v_ Wholesale traders in shoes 

v1 Retail traders in shoes. 


In addition to an analysis of reported predictions, at all stages, of several economic 
variables, Theil constructs a recursive model of the formation of price expectations 
from stage to stage on the basis of reported data in the 1Fo samples. 

The estimation of the model for price expectation in the German leather and 
shoe industry follows a general discussion of the problem of estimating systems 
of simultaneous equations in econometrics. Theil’s contribution in this field is 
by now well known, although for many years it existed primarily in mimeo- 
graphed documents, relatively obscure summaries, oral communications or other 
inaccessible places. It is of great benefit that the present volume brings his thinking 
together on this subject in one place and in a complete form. Over the years 
he has streamlined the notation, simplified the proofs, and generally improved 
the presentation. Thus the present statement is extremely useful for econometrics. 
Neglecting refinements and extensions of the argument, I find the essence of 
Theil’s contribution to be this: In a system of linear stochastic equations with 


3. W. A. Wa.uts, “Tolerance Intervals for Linear Regression”’, Second Berkeley Symposium in Mathe- 
matical Statistics and Probability, ed. J. Neyman, Berkeley and Los Angeles 1951, University of California 
Press. 











bot! 
estil 
ous 
and 
end 
vari 
esti 


of e 


Th 
Jj C 
fort 


cep 


san 
is C 
anc 
but 
me 
wit 
ger 
ma 
sav 


squ 











ECONOMIC FORECASTING 653 


both endogenous and predetermined variables, each equation can be consistently 
estimated by making a least-squares regression of some particular endogen- 
ous variable on computed values of other endogenous variables in the same equation 
and the predetermined variables in that equation. The computed values of the 
endogenous variables are obtained from a least-squares regression of these 
variables on all the predetermined variables of the system. These are least-squares 
estimates of the reduced forms. 

These remarks can be outlined more specifically as follows: Let the system 
of equations to be estimated be written in matrix form 


Ay+Bz=u 


A = n Xn square matrix of parameters 

y = n—element column vector of endogenous variables 

B = nX m matrix of parameters 

z = m— element column vector of predetermined variables 
u = n— element column vector of random errors. 


A particular equation in this system may be written as 


my m, 
d= — Laygy— LB yutas msn; mcm. 
j=2 j=l 
To avoid the bias that would come into the estimate of this equation by ordinary 
multiple correlation methods as a result of the lack of independence between ); 
and u,, we form the regression of », on _y}, 9}, --+>In, and 21, ..-,Zm,- The values of 
y; are computed from 


m 
0 
Ji =D bixzk 
kat 


The pjx are least-squares regression coefficients from the multiple regression of 
yj ON Zy,..., Zm. These last equations are least squares estimates of the reduced 
forms. 

This explanation of Theil’s two-stage-least-squares estimates is mainly con- 
ceptual. It is not intended to be suggestive of an efficient computational layout. 

The advantages of this method are that it avoids the kind of biases (in large 
samples) associated with ordinary single-equation-least-squares methods, that it 
is computationally cheaper than other methods designed to avoid the same biases, 
and that it is fairly efficient (in a statistical sense). These are all real advantages, 
but the computational savings are not considerable, and technological develop- 
ments in machine methods have already made this advantage trivial as compared 
with at least one competing technique and are about to do so with others. Fast, 
general programs for computing estimates by the method of limited-information- 
maximum-likelihood have been devised for more than one machine, and the 
savings to be gained by restricting the steps to those required for two-stage-least- 
squares estimates are not important. Full-information-maximum-likelihood is 
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clearly a superior method, in principle, but it does require a heavy burden of 
computation, even with the most advanced electronic devices. The situation is 
however, by no means hopeless. Programs for small systems are already available, 
and large general programs are being written. It is safe to say that the computa- 
tational problems will soon be overcome. 

The high efficiency of two-stage least-squares, in the case of estimated structural 
parameters, derives from its close association with the ordinary method of least 
squares, which is well known to be efficient. The higher the correlation between 
»4 and y}, the closer are the two-stage to ordinary least-squares estimates. With a 
fair number of predetermined variables in the entire system, we are likely to find 
high correlation in the least-squares estimates of the reduced forms. In the case of 
estimates of reduced form parameters, two-stage-least-squares methods probably 
have high efficiency because they make use of all the restrictions in the system. 
They will not, however, come up to the efficiency of full-information-maximum- 
likelihood. Whether they are as efficient as, or more efficient than, limited infor- 
mation estimates in samples of moderate size has not been settled. It is important to 
pose this question in terms of the efficiency of the reduced form estimates. Theil 
recognizes this when he takes up the problem of forecasting but leaves the reader 
uneasy at an earlier stage in comparing the merits of different methods of esti- 
mation in connection with structural parameters alone. Full maximum likelihood, 
but not some other, methods have highly desirable invariance properties under 
transformation; therefore optimal aspects of structural estimation are also 
optional aspects of reduced form estimation, for the case of maximum likelihood. 

In recent years a number of highly interesting Monte-Carlo experiments, 
dealing with constructed examples, repeated in sampling, on high speed computers, 
have shown some indications about small sample properties of estimates. It is a 
pity that Theil has not been able to make use of these findings‘. They show, for 
the most part, that small samples have the properties that we impute to them on 
the basis of asymptotic theory. The small sample nature of much of econometric 
research is not a great cause for concern. One of these studies has also shown the 
great superiority of full maximum likelihood methods. In the estimation of 
reduced forms, limited information and two-stage-least-squares are fairly similar, 
but a slight edge might be given the latter. 

Against the advantages of Theil’s method of two-stage-least-squares, there is a 
drawback that he fails to note. The rule of normalization plays an essential role. 
Thus if y, is regressed on 99, 93, «++ Ini» Z1s +++s mi, We get a different result than 
if y, (e.g.) is regressed on yt, y$,.--5 ais Zi. +++ Zmy- The rule of normalization 


4. Cf. G. W. Lapp, “ Effects of Shocks and Errors in Estimation; An Empirical Comparison’”’, Journal 
of Farm Economics, Vol. xxxvui (1956), pp. 485-495. Some extensions of Ladd’s results to reduced form 
equations are contained in L. R. Kier, “The Efficiency of Estimation in Econometric Models’’, forth- 
coming. R. Summers, “A Capital Intensive Approach to the Small Sample Properties of Various Simul- 
taneous Equation Estimators”’, and R. L. BasMann, “An Experimental Investigation of some Small Sample 
Properties of Estimators of Structural Equations: Some Preliminary Results’, Papers presented at the 
meetings of the Econometric Society, December 1958, Chicago. H. Wacner, “A Monte Carlo Study of 
Simultaneous Linear Structural Equations’’, Econometrica, Vol. 26 (1958), pp. 117-133. The studies by 
Basmann and Wagner have the unfortunate property of being based on under-identified systems; hence 
the efficiency of reduced form estimation by different methods cannot be investigated. 








pla’ 
clez 


of ft 
and 
tati 
vie’ 
crit 


dey 
(no 
Th 


ord 
sim 
the 


Ba 
ext 
rel 
ter 


do 
str 
bas 
pr 











ECONOMIC FORECASTING 655 


plays no role in either limited or full-information-maximum-liklihood. This is 
clearly a desirable property. 

The third part of the book deals with the theory of policy and the utilization 
of forecasts in the formulation of policy. Essentially this discussion is an elaboration 
and development of Professor Tinbergen’s views on the subject. Theil’s presen- 
tation is in terms of instruments or controlled variables and noncontrolled variables. Theil 
views the policy problem as a constrained maximization problem. He sets out 
criteria for the maximization of a welfare function. 


'w = w(x, 9) 


dependent on the vector variables x (instruments or controlled variables) and » 
(noncontrolled variables). The structural equations of a model of the sort that 
Theil has discussed in earlier chapters constitute the constraints. 

The traditional theory of consumer behavior is restated at some length in 
order to provide analogies for this maximization problem, which has formal 
similarities in the two cases. This part of the discussion, however, tends to strain 
the analogy without giving much new insight. 

The welfare function is given a parametric representation as a generalized 
quadratic, again in analogy to some other studies in consumer economics. Un- 
certainty and dynamics are also taken up in a form that provides a major extension 
to Professor Tinbergen’s theory of policy. 


2. Economic Forecasting 


Bassie is more narrowly concerned with the forecasting problem and makes few 
excursions into formal statistical theory, welfare aspects of policy, or similar 
related fields. He begins with a chapter on the role of judgment, and that charac- 
terizes his whole approach to the forecasting problem. He surveys the formal 
methods of forecasting but finds something wrong with all of them, and while he 
does, in fact, proceed by what might be called a method he is quick to insert a 
strong dose of “‘sound”’ judgment at many places on the way to his final conclusions. 
‘*Flexible statistical analysis’’ is a possible descriptive term to be applied to his 
procedures. 

Among alternative forecasting techniques he surveys, the outstanding are 
econometric models, sample surveys, and statistical indicators. All these methods 
are too mechanistic, without adequate scope for his brand of judgment. In dis- 
cussing econometric model construction, he is perhaps overly impressed by the 
problems of choice of methods of statistical inference. The problems here are, of 
course, real once it has been decided to pursue the econometric method, but the 
decision whether or not to use this method ought not to be based on which re- 
finement in estimation theory is to be followed. As a strong advocate of the econo- 
metric method, I would even say that it is better to proceed with ordinary biased 
estimates that may be fairly simple to compute than to have no model at all. 
Moreover, it is precisely the experienced skill at forecasting, valued so highly by 
Bassie, that enables one to learn to adjust for biases. The theoretical problems of 
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econometrics relevant to forecasting are not clearly presented in Bassie’s book, and 
he fails to see how flexible this approach can, in fact, be made. The whole concept 
of structural estimation in modern econometric research is so formulated that large 
amounts of a priori information can be selectively built into forecasting situations, 
and there is no need to be mechanistic. The econometrician not only has an 
average pattern of consistent interrelationships explaining history, he also has the 
same a priori information, quantitative or non-quantitative, as others and can use 
this information fully in econometric application. 

Bassie thinks that individual psychology has only very limited influence on 
economic life and that expectations depend on objective circumstances without 
having a significant feed-back effect. For these reasons he is skeptical of sample 
survey methods of investigation, whether they be concerned with business policies, 
consumer outlook, or investment expectations. He has little reference to the 
highly successful applications of these methods in the last decade and little 
imagination about how they can be fully integrated into schemes that otherwise 
rely on objective data. 

He is possibly less sever in his disapproval of business cycle indicator indexes, 
as developed by the National Bureau of Economic Research. He believes, however, 
that they contribute, at best, a partial solution to the forecasting problem. Oddly 
enough, all three methods discarded by Bassie are growing in acceptance through- 
out the world. Many countries have found them to be extremely promising and 
are now promoting their development for attack on the forecasting problem. 

Bassie’s own method is not, however, without its wide network of adherents. 
It is an informal piecing together of the diverse elements of the national income 
accounts guided by the modern theory of employment. His own account of this 
theory is an excellent bit of expository analysis and well integrated with national 
income statistics. He devotes a separate chapter to each major component of gross 
national product, and then blends them together consistently according to 
relationships implied by the theory of employment. 

His separate chapters cover the government component, inventory changes, 
the foreign balance, construction, producers’ durables, consumer durables, total 
consumption, and saving. All these chapters are well written and give good 
pictures of the forces determining the relevant components of gross national 
product. He usually produces a computed multiple correlation equation to explain 
each endogenous component. These equations are of the general type that custom- 
arily appear as ingredients in econometric models. In spite of his flirtation with 
econometrics, he never permits a full bodied romance to develop. 

In addition to the regular chapter on inventory change, Bassie has an appendix 
on the econometrics of inventory cycles. His work on construction is noteworthy. 
He has good appreciation of the joint effects of demographic, income, and price 
variables in this field, although he relies a bit too heavily on “the construction 
cycle”’ as an established stable pattern. His studies of types of business investment 
are good, and the use of a capacity measure in this connection is most interesting 
In the case of the consumption function he comes down too heavily, it appears, on 
the side of simplicity. As a matter of fact, he remarks earlier (p. 81) 
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‘*...as a general rule: the more a function is complicated by additional 
variables or by nonlinear relationships, the surer it is to make a good fit 
with past data and the surer it is to go wrong at some time in the future’’. 


Surely, he cannot mean this to be a scientific principle. Unfortunately, adher- 
ence to this narrow view will keep him from the mainstream of modern work 
on business cycle theory, which has already done much to improve the theory of 
employment. 

Among the many professional forecasters who are in constant touch with the 
functioning of the economy, the fitting together of the diverse elements of the 
national income accounts into a Nation’s Economic Budget has become a common 
pastime. Each personal investigator makes his own judgment and comes up with 
his intuitive forecast. Bassie recommends a stepwise procedure for checking each 
assumed component for consistency with the others and all discernible outside 
information. He then returns for a second and a third round of approximation, 
claiming that this process brings him to the same result as the solution of a system 
of simultaneous equations, but with more flexibility. Just what system of simul- 
taneous equations has been solved is, however, unclear since he devotes more 
attention to, and is more explicit about, the expenditure or output side of the 
accounts and tells us precious little about how things get determined on the income 
side. There is comparatively little attention paid to the determination of price 
levels, wage rates, interest rates or other market phenomena. 

In addition to forecasts for the general economy, Bassie takes up commodity, 
industry, and area forecasting. To a large extent, the chapter on these subjects 
amounts to a collection of problems in statistical demand analysis. He deals 
briefly with input-output analysis but is not very sympathetic with that approach 
to industry or sector studies. He concludes with chapters on forecasting for 
individual firms and for the financial investor. 

In reflecting on these two major contributions to the forecasting problem, I 
am impressed by the creative nature of Theil’s work, about the way he is blazing 
new trails, and by the static nature of Bassie’s work, nearly the ultimate in refining 
the Keynesian tools for application in today’s world without benefit of the powerful 
methods of econometrics and mathematical statistics. 


University of Pennsylvania, Philadelphia (USA) L. R. Kein 





THE STRATEGY 
OF ECONOMIC DEVELOPMENT! 


This is a thoughtful and thought-provoking book, replete with a host of some- 
times wise, sometimes shrewd, sometimes clever and sometimes just amusing 
observations on the process of economic development. Anybody concerned with 
problems of economic development, either as an analyst, policy adviser or 
policy maker, would be well advised to read the book. 

The greatest virtue of the book is that it is not a great book. For that it lacks 
the unifying theme or the novel departure. True, the publisher’s blurb mentions 
the concept of unbalanced growth as Hirschman’s /eitmotiv and on at least one 
occasion (a panel discussion on balance in economic development at the first 
annual meeting of the Society for International Development in Washington in 
early 1959) Hirschman and his feilow panelists debated, I am told, whether 
emphasis on the need to economize development decisions, or ‘‘autonomous’”’ 
investment decisions, was perhaps the book’s major conceptual contribution to 
an understanding of the process of development. But neither proposition strikes 
me as deserving the label of a new theory. 

The merit of the book is twofold. Firstly, it deflates with decisiveness and 
pragmatic intelligence two related concepts which I believe have by now reached 
the stage at which I, for one, should like to see them fade away: they are the 
theory of balanced growth and the theory of the big push. Secondly, the book 
presents a set of analytic observations and policy exhortations which by and 
large strike me as highly relevant and refreshingly unorthodox—if that is the 
word. It is this string of loosely held together ideas which is in my opinion the 
real contribution of Hirschman to the economics of development. 

As to the first point, Hirschman argues that it does not make sense to advocate 
seriously balanced growth (which requires inter alia a big push) because it is 
simply beyond the capability of underdeveloped countries and their authorities 
to provide the resources and the decisions necessary to superimpose, so to speak, 
a new dynamic economic system upon an old stagnant one. He feels that whether 
we like it or not, 


“economic development typically follows a path of uneven growth; that 
balance is restored as a result of pressures, incentives and compulsion; that 
the efficient path toward economic development—and therefore the one 
that will often be instinctively taken if we can rely on the ‘principle of least 
effort’—is apt to be somewhat disorderly, and that it will be strewn with 
bottlenecks and shortages of skills, facilities, services and products” (p. 158). 


On the basis of this observation which in its essence is I believe irrefutable, 
Hirschman proceeds to advocate alternating policies of initiating growth (which 


1. Acomment on Abert O. Hirscuman, The Strategy of Economic Development, New Haven 1958, Yale 
University Press, x1, 217 pp., $4.50. 
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inevitably entails imbalance) and of restoring balance. Imbalances, it is argued, 
set into motion a reaction pattern of induced entrepreneurial decisions or 
government measures, which keep the economy stimulated and growing. 
Throughout the book there appears, sometimes explicitly but mostly by impli- 
cation, the notion of an optimum imbalance which provides for just the right 
degree of pressure to attain the highest possible rate of growth. I am still not 
sure—although I read, and re-read the book with considerable care—whether 
Hirschman’s policy conclusion is that imbalances, tensions, disequilibria, etc., 
should not be taken too seriously because they are unavoidable, or whether he 
goes so far as to recommend the stimulation or creation of imbalances. Perhaps 
he would settle for a plea for gross negligence of balance. 

But whatever the answer, I prefer the negative side of Hirschman’s ex- 
position—the refutation of balanced growth and the big push—to his theory 
of imbalance which, to adapt an old quip, is fine as far as it goes, except that 
on occasion it goes too far and on other occasions it does not go far enough. 
The imbalance may simply be too great to be overcome by corrective reaction 
or action, or too small to have any significant stimulating effect. These possi- 
bilities are recognised by Hirschman; but most of the time his argument proceeds 
as if the range of desirable imbalance above and below the optimum level were 
rather wide while in reality, particularly in the early stages of development, 
only a quite specific degree of imbalance will bring desirable results. (There is an 
obvious parallel between Hirschman’s imbalance-and-reaction pattern and 
Arnold Toynbee’s challenge-and-response concept. Both theories rely heavily on 
the hope that the dosage of the stimulant will be just right.) 

But enough has been said about unbalanced growth. As I indicated before, 
the numerous specific analytic observations and normative conclusions of the 
book make up by far its best passages. I offer now a few samples and to simplify 
the discharge of my duty as a reviewer I parenthetically note my reaction. 

(1) In most countries, and under most conditions the basic policy problem 
of development is to sustain and accelerate development, not to start it. (I agree.) 

(2) Investment induced by previous investment decisions is an important 
mechanism of sustaining and accerating development. (I agree.) 

(3) Underdeveloped countries do not suffer from a lack of entrepreneurship; 
on the contrary there may be too much entrepreneurship though of the wrong 
kind. (I agree.) 

(4) In the initial phase of development it is not insufficient saving which 
limits capital formation but inadequate “investment capacity’’. (I agree although 
I believe Hirschman overrates the significance of “‘frustrated savings’’—a concept 
which strikes me as a definitional atrocity. It is true that within an economic unit 
saving is partly a function of investment intentions. But fairly soon there comes 
a point at which the expansion of the unit’s activity requires more capital than 
the entrepreneur can provide even if his marginal savings rate comes close to 
unity. What matters in these circumstances is not so much aggregate savings but 
the availability of some amount of transferable savings; and I don’t see how 
noninvesting savers who generate transferable savings can be “‘frustrated’’.) 


> 
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(5) In devising development strategy there is no need to rely entirely on the 
price mechanism. The price incentives built into the system can, and sometimes 
must, be supplemented by administrative intervention. (I agree emphatically; 
Hirschman’s formulation of this point should once and for all dispose of the 
models—and propositions based on them—with rely on price incentives alone 
and inevitably come to excessively pessimistic and operationally irrelevant 
conclusions. ) 

(6) The importance of social overhead capital has been overrated; it is better 
to have investment in social overhead capital lag behind investment in directly 
productive activities than the other way around. (I agree with the first half but 
disagree with the second. My disagreement may simply be a reflection of my 
institutional bias; but I suspect also that Hirschman’s dictum is largely the 
result of his Colombian experience which I am afraid is not a sufficient basis for 
generalisation.) 

(7) Industrial investment need not be based on the local availability of raw 
materials. Industries using imported inputs are frequently the most desirable and 
most successful first ventures which increase demand for the local production of 
inputs and thus produce a desirable backward-linkage effect. (I agree in general 
although I believe that Hirschman overrates the importance of the element of 
minimum economic size. I am also worried because the logical conclusion of the 
statistical material shown on pages 106/107 seems to be that the most stimulating 
industry would be the one with a value added of zero.) 

(8) The effects of population growth on development are not all negative. 
In many countries it may actually stimulate economic development. (I agree and 
hope that the demographers will react to Hirschman’s challenge.) 

This list could be continued for several pages but the preceding paragraphs 
should suffice to convey to the reader an indication of the breadth of Hirschman’s 
Strategy and of the freshness of his approach to many issues. It should also show 
that Hirschman’s development of his subject follows his own prescription for 
development: by writing what is in many ways an unbalanced text with some 
points overstressed and others underplayed, Hirschman succeeds in stimulating 
the reader to think, to argue, and, on occasion, to disagree. This is an achievement 
by any standard. 


Washington, D. C. (USA) Joun H. ADLER 
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DEMOGRAPHY 
AND THE STUDY OF POPULATION! 


Reviewing a symposium has always been a delicate job, the delicacy of which, 
one suspects, tends to grow at the square of the number of contributors. The 
Study of Population consists of 33 separate articles written by 27 authors, and 
differing considerably in scope, depth, structure, and polish. It would be next 
to impossible to analyze in this review each one of these articles and to give the 
reader, at the same time, an accurate idea of the import of the book as a whole. 
Rather the best thing to do seems to be to describe the genesis, purpose and plan 
of the symposium, and to attempt an evaluation of the entire volume, referring 
as needed to the relevant individual contributions. 

In 1952 the belief was expressed by the American National Science Founda- 
tion that “‘the necessary first step in policy development is the assembly of an ade- 
quate body of fact about the current status of science in the United States, in- 
cluding an inventory of our present resources of trained men and facilities”’. 
An investigation of the status of demography was accordingly undertaken in the 
fall of 1954, with the financial support of the Foundation, to supply the ‘‘ade- 
quate body of fact’? required for its formulation of policy and program in the 
field of population research. The Study of Population embodies the result of this effort. 

The specific purpose of the book is stated to be “‘to provide a description and 
evaluation of the data, the fund of knowledge, the theory and the methods of demo- 
graphy and its various subfields; to examine its relationship to other scientific 
disciplines; and to indicate important circumstances bearing on the develop- 
ment of demography in various parts of the world”’ (p.23). Professors Hauser 
and Duncan have pursued this purpose, with the assistance of 20 American and 
seven non-American authors. They point out that ‘‘in the consideration of demo- 
graphy as a science, national boundaries were, of course, necessarily ignored. In 
the consideration of demography as a profession, attention was focussed primarily, 
although not entirely, on the situation in the United States’’ (p.23). 

It should be said at once that in sorting out and seeing through the press this 
rather massive collection of facts and opinions Professors Hauser and Duncan 
have shown unusual ability for editorial administration. That their task was not 
always easy may be inferred from the admission that some of the contributors 
‘*departed from the proposed outlines rather more drastically than was desired’’. 
Possibly in an attempt to remedy the resulting imbalance, the editors have pro- 
vided an Overview and Conclusions, summing up in 26 pages the contents of the 
remaining 838. This summary, and the original articles contributed by the edi- 
tors (pp. 29-117), contain bits of information on points of practical interest. Thus, 
the reader learns that at a number of American universities there are offices 
which ‘‘though not devoted wholly to population research, nevertheless carry 


1. Acomment on The Study of Population: An Inventory and Appraisal, edited by Puitip M. Hauser and 
Or1s Dup.ey Duncan. Chicago 1959, University of Chicago Press. 8vo, xv1, 864 pp. $15.-. 
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on research in the field and afford more or less extensive opportunities for student 
participation and apprenticeship training. These include the Bureau of Applied 
Social Research at Columbia University, the Bureau of Social Science Research 
at American University, the Bureau of Population and Economic Research at 
the University of Virginia, the Institute for Research in Social Science at the 
University of North Carolina, and the Institute for Social Research at the Uni- 
> (p.111). Another interesting fact is the foundation of the 
Population Council Inc., in 1952. It appears that, by mutual agreement, appli- 


versity of Michigan’ 


cations for grants which come to the various foundations supporting social research 
of one kind or another are now channelled to the Population Council, when they 
involve demographic problems. During the period 1953-1956, grants totalling 
$ 1,043,000 were authorized, $ 164,000 of which were for demographic fellow- 
ships (p.114). The editors also observe that demography is a relatively small 
field, attracting at the most a few hundred persons in the United States and pro- 
bably not more than one or two thousand in the entire world. It is not a separate 
department of instruction in any university in the United States. Courses in 
demography are primarily concentrated in departments of Sociology. ‘“The 
modal demographer in the United States is a Ph.D. in sociology teaching at a 
college or a university’’ (p.21). 

The plan of the book is straight-forward. Part One (g2 pages), written en- 
tirely by the editors, and entitled Demography as a Science, deals with topics like 
the nature of demography, its data and methods, demography as a body of 
knowledge, and demography as a profession. Part Two (196 pages) is devoted 
to the Development and Current Status of Demography. It consists of nine articles deal- 
ing mainly with the history and prospects of demographic research in various 
countries. Part Three (333 pages), under the title Elements of Demography offers 
to the reader an assortment of factual data and comments relating to the study 
of fertility, mortality, migration, family statistics, and the working force. Part 
Four (204 pages) is entitled Population Studies in Various Disciplines, the disciplines 
singled out being Ecology, Economics, Genetics, Geography, Physical Anthro- 
pology, and Sociology. 

A perusal of the title of the book, and of those of the various parts, immedia- 
tely raises the question whether the “‘study of population”’ and ‘‘demography’”’ 
are synonymous terms. 

In Part One, the position is taken that population studies bear on a body 
of subject matters “‘which is of common interest to a number of diverse theo- 
retical disciplines and to which are applied the techniques of demographic 
’ (p.37). What is to be understood under demographic analysis evidently 
depends on what is meant by “‘demography’’. 

Etymologically, demography means, of course, description of the population. 
The term is believed to have been used for the first time by Achille Guillard in 
his book Eléments de statistique humaine, ou démographie comparée (1855). The Oxford 
Universal Dictionary (1955) defines demography as “‘that branch of anthropology 
which treats of the statistics of births, deaths, diseases, etc.”’. J. N. Spuhler, one 
of the contributors to the symposium, writes that “‘demography is characterized 


analysis’ 
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by the quantitative treatment of four principal topics—fertility, mortality, 
marriage, and migration’”’ (p.728). 

It is clear, then, that demography means primarily population statistics. This 
definition is not only accredited. It has proved its usefulness, as may be judged 
from several excellent articles in the symposium, like that of Professor Alfred 
Sauvy (France), and those of Professors E.Grebenik (Great Britain) and H. 
Schubnell (Western Germany). Presumably with the same definition in mind, 
Dr. F.E. Linder, too, has contributed a valuable monograph on ‘‘World Popu- 
lation Data’’, which gives a panorama of population statistics and problems 
relating thereto, in many of the 214 sovereign countries, trust territories, de- 
pendencies, colonies, and condominia, in which the peoples of the world (2,490 
million in 1953) are politically organized. 

Complications arise, however, and the subject matter becomes rebellious to 
scientific treatment, when ‘“‘demography”’ is made to go beyond the field of 
statistical measurements, into that of economic analysis, or even further. 

When Professor Vance, for instance, observes that “‘adequate statistics by 
themselves have never created demography”’ (p. 289), he obviously implies that 
demography should be understood to cover also the study of the causes of observed 
demographic trends. He regrets that American demography has “lingered 
too long in the descriptive state’’, notes that while demography “‘ rightly empha- 
sizes precision, it wrongly neglects the importance of ideas’’, and quotes Dorothy 
S.Thomas to the effect that a large number of recent migration studies have 
been found to be “‘planlessly empirical and trivial in content” (p.296). Pro- 
fessor Vance thinks that this is so because ‘American demography has attempted 
the development of several ambitious theories, and it is their near-failure 
which has made the American science fearful of theory today”’ (ibid.). Profes- 
sors Hauser and Duncan are of the opinion that ‘‘demographers in general may 
have much to gain from additional allocation of energy to deliberate efforts di- 
rected toward theory-construction in conjunction with the conduct of empirical 
research”’ (p.104). Another writer, Professor Wilbert E. Moore, points out that 
‘a pervasive preoccupation with refinement of measurement and with ad hoc 
explantations for observations leads to an avoidance of the fundamental question, 
What do we want to know?”’ (p.844). 

Now, what we want to know is rather simple. We want to know whether 
it is possible to predict the future course of known population trends and, if so, how 
reliable predictions can be made. 

We want to know this because human action is always based on some sort of 
anticipation, therefore on some sort of prediction. Savoir pour prévoir, prévoir pour 
agir. That is probably why the editors of the symposium hold the view that “‘in 
evaluating the discipline as a whole, the extent to which predictability and ex- 
planation are achieved must be regarded as the ultimate criterion”’ (p. 30). 

Can, then, demography predict? Apparently not. “‘ Post-war demographic 
reality which has been brought to bear on pre-war population projections has 
demonstrated unequivocally that while the demographer can ‘project’, he can- 


not yet ‘predict’’? (p.g). Why cannot demographers predict? They cannot, 
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because existing projections are usually based on the assumption that population 
trends obey their own internal laws, and that a demographic pattern observed 
in the past will therefore repeat itself in the future. Projected statistical series 
seldom represent anything more than the extrapolation of past trends, by means 
of some more or less sophisticated mathematical method. It is not surprising 
that such a technique has failed; it would have been surprising if it had not. For 
the mere extrapolation of past trends ignores the old fact, that ‘‘there is no uni- 
versally valid law of population in the sense of a law of natural science; there are only 
historical, i.e. sociological population laws of limited historical validity’’ (p. 208). 

In 1682 William Petty calculated that ‘‘the people double in 360 years”’. 
(“‘Quantulumcunque concerning money’’, in Petty’s Economic Writings, Cam- 
bridge University Press, 1899, Vol. 1, p. 464.) This to him must have appeared 
as a natural law. In Petty’s time the world’s population was estimated at some 
320 million; if this ‘“‘law’’ were valid the world’s population today should not 
exceed 640 million. Instead we have a total of over 2.5 billion. Malthus’ famous 
progressions, and Pearl’s logistic curve were no more in the nature of “‘ popula- 
tion laws”’ than was Petty’s estimated doubling in 360 years. These unsuccess- 
ful attempts at generalization teach that it is just not possible to reduce the 
dynamics of population growth to a simple equation with one unknown, derived 
from the observation of past trends. 

Recognition of this limitation implies recognition of the futility of any demo- 
graphic “‘analysis”’ not based on sound economic theory. For man, being a social 
and economic animal, multiplies under specific social and economic conditions 
which must be taken into consideration when interpreting trends of fertility, 
mortality and migration. Only the demographer who is also an expert economist 
can engage in the making of population projections with reasonable expectation 
of success. 

Some of the contributors to the Study of Population are probably aware of this 
situation, others seem to have an inkling of it, while still others do not seem to 
be aware of it at all. This leads to a rather amazing indifference to conceptual 
rigor in spots, for instance where the term demography is stretched to the break- 
ing point, by being forced to cover not only human populations, but also other 
aggregates of organisms. For surely if there is no universally valid law applicable 
to human populations, then a fortiori there can be no such law applicable to both 
human and animal populations. It would require the naiveté of a Raymond 
Pearl to imagine that experiments with fruit flies in a milk bottle could possibly 
yield results applicable to organized human societies. 

Economic analysis alone can provide the qualifications which must be applied 
to any population forecast, if the statistical data—no matter how refined they 
may be—are not to remain hanging in the air and liable to be twisted in the most 
unexpected way by the first gale. 

There is reason to think that if economic analysis has not been made full use 
of for this purpose until now, the world owes it largely to an aberration traceable 
to the classical period of economic theory. Ever since 1798 some economists’ 
ideas have been fluttering around Malthus’ Essay on Population like moths around 
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a candle. Professor Vance has noted that “‘it is one of the ironies of American 
demography that Malthusian theory continued to be a part of American doc- 
trine whether it fitted conditions or not”’ (p. 292). It is one of the ironies of eco- 
nomic thought everywhere that after all these years so much of it is stili bewitch- 
ed by Malthusianism. The extent to which this is the case may be judged from 
the fact that none of Malthus’ major contemporaries is given enough attention 
in the symposium under review. There is no trace of N.Linguet’s invaluable 
Théorie des lois civiles (1767). William Godwin’s refutation of Malthus—a book of 
several hundred pages which appeared in London in 1820—is not mentioned. 
Neither are John Barton’s essays, at least three of which are particularly relevant: 
Observations on the Circumstances which Influence the Condition of the Labouring Classes 
of Society (London 1817), Inquiry into the Causes of the Progressive Depreciation of 
Agricultural Labour in Modern Times, with Suggestions for its Remedy (London 1820), 
and Statement of the Consequences Likely to Ensue from our Growing Excess of Population, 
if not Remedied by Colonization (London 1830). Sismondi’s Nouveaux principes d’éco- 
nomie politique, ou de la richesse dans ses rapports avec la population (1819) is mentioned, 
but not discussed at all. The fruitful ideas with which each one of these writings 
overflows have remained unexploited. 

Perhaps, if scholars from Japan, China, the British Dominions, Africa, and 
Eastern Europe had been given the opportunity to say something about the 
**study of population”’, the theoretical aspects of the book would have been more 
cheerful. Under the circumstances, the editors could hardly have avoided the 
conclusion that ‘‘... the progress of demography as a science, as recorded in this 
volume, must signify that demographers are fumbling toward an appropriate 
integration and balance of their scientific and professional roles” (pp. 116-117). 
When these integration and balance come about, they will allow demographers 
to concentrate on a limited but useful field of social research. For population sta- 
tistics, when properly planned and compiled, can, and do, reveal a multitude 
of significant facts. What scholar would miss the meaning of the report that in 
the United States, according to the 1900 census, illiteracy among native white 
children of foreign-born parentage was only one-fifth of the illiteracy prevailing 
among native white children of native parentage (p.525)? Or of the fact that 
one of the first steps taken by the Government of the People’s Republic of China 
has been to make a survey of the population (p. 268)? Or of the need to compile 
data on the occupations of deceased persons so as to allow the computation of 
mortality differentials by occupation (p.351) ? 

Armed with more complete and up-to-date population statistics, social scien- 
tists, if well grounded in the history of economic doctrines, will be better able to 
analyze the causes of observed population trends, and to forecast their probable 
future course. How soon such a re-orientation of the “‘study of population”’ will 
take place is, perhaps, an ecological problem. Environment has caused physio- 
logical and intellectual fertility in some parts of the world to decline. A change 
in environmental conditions may push these sagging curves up again. 


Regina, Saskatchewan (Canada) G. SoTIROFF 
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COMPTES RENDUS - REVIEWS 


KENNETH J. ARRow, Leonip Hurwicz and Hrrorumr Uzawa. 
Studies in Linear and Non-Linear Programming. (Stanford Mathematical 
Studies in the Social Sciences, u.) Stanford, California, 1958. 
Stanford University Press. 229 pp. $7.50 


More than a decade after Dantzig’s first major breakthrough in mathematical 
programming, work of considerable depth and originality continues to appear in 
this area without sign of let-up. The book under review is a contribution of highest 
quality to this stream. But then, we canexpect no less from its distinguished authors. 

The volume consists of fifteen essays most of which are closely connected. 
Almost all of them were written by one or more of the three major authors but 
there are also contributions by Hollis Chenery, Selmer Johnson, Samuel Karlin, 
Thomas Marschak and Robert Solow. 

The significance of the work lies primarily in the area of non-linear program- 
ming, that is, roughly speaking, in the area of optimization (e.g. profit maximi- 
zation) problems involving either increasing or diminishing returns toscale. In fact, 
most of the results apply only to the latter case—that of diminishing returns which, 
in this volume, is generally referred to as “the concave programming problem”’!. 


1. This terminology may cause some confusion since it is the relatively intractable case of increasing 
returns which is more usually called concave. The point is that, in mathematical nomenclature, a concave 
function is one whose graph is hill-shaped, while a convex function has a graph shaped like a floating bowl 
(see figure). When there are diminishing returns the 
profit graph is hill-shaped (concave) while the cost f 
function is bowl shaped (U-shaped) and therefore t 
convex. Hence the ambiguity of the language. T 

This graphic representation also indicates why OTAL 
diminishing returns programming (profit maximi- Paorit 
zation or cost minimization) problems involve less 
difficulty than do increasing returns cases. Consider, 

e.g. the profit maximization problem where a dimi- 
nishing returns profit function is hill shaped (concave) 
but an increasing returns profit function is bowl 
shaped as shown in the diagram. To maximize profits 
in the diminishing returns case we can confidently 
proceed by moving upward in any direction along the 
side of the hill because all uphill paths end up at the 
peak. Hence any trial and error procedure which 
keeps trying successive output levels cach of which 
yields higher profits than did the previous attempt will 
(if it does not move up too slowly) eventually get us to 
the maximum profit output combination. But, in the 
increasing returns case, going in an uphill direction is 
not guaranteed to get us to the top. If we start upward 
from point A in the figure we may land up in point B fe) 
(a local optimum) instead of point C, the global Tey, Xx 
optimum (maximum maximorum). The argument is 

readily extended to the cost minimization case. 
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The book is divided into three parts. It is convenient to discuss these in reverse 
order. 

Part 11 is devoted largely to three applications—one to an investment problem 
(Arrow calls it ‘‘price speculation” but since he assumes certainty, I must quibble 
about his terminology), one to a problem of the allocation of several machines to 
different jobs, and a (non-linear) capital use minimization problem arising out of 
Chenery’s work in economic development. Because of their highly simplified 
assumptions the first two of these chapters are interesting more as illustrations of 
methods of solution which arise out of the special structure of their problems than 
they are as economic applications. 

Part 11 of the book discusses gradient methods for the solution of mathematical 
programming problems. This method was first proposed by George Brown and 
von Neumann. Samuelson later showed that it bears some analogy with the way 
in which a market mechanism can approach its equilibrium. The basic idea of the 
gradient methods is very simple. Suppose it is desired to find the output prices 
which maximize profit, R = f(P, ..., Pn) where the P; are the prices charged by 
the firm for its different outputs. A gradient method sets up the differential 
equation 


(1) dP;/dt = OR|/ OP,. 


This states that we increase the price P; of commodity 7 (dP;/dt > 0) only so long 
as this increase in P; results in a rise in the firm’s profits. Moreover, we make this 
time rate of increase in price, P;, proportionate (equal for an appropriate time 
unit) to its marginal profitability (0R/@P;). In other words, we increase (decrease) 
all prices whose rise leads to higher (lower) profits and, in effect, give a priority 
ordering to the changes in the different prices in proportion to their profit contri- 
bution. Moreover, we impose the condition that any price which falls to zero be 
stopped at that point (0P;/dt = o if Py = o and 0R/dP; > 0) so that we do not get 
into the economic nonsense of negative prices. This is the essence of the gradient 
methods. If the problem is one involving diminishing returns throughout, then for 
reasons given in footnote 1, above, the solution to the gradient method differential 
equation (1) will converge, over time, to the true maximum, i.e. the prices will all 
approach their profit maximizing values. 

In the book a number of theorems are developed extending the method to the 
case of constrained maxima and to cases where diminishing returns hold only 
over part of the relevant range. For these cases the theory of the method is thorougly 
explored and rounded out. We are reminded that gradient methods can also be 
used in linear programming but there is not yet enough experience to test their 
efficiency relative to that of the simplex method. 

We come finally to Part 1 of the book. This is devoted largely to extensions of 
the work of Kuhn and Tucker. It is shown for rather wider classes of problems 
than dealt with by the earlier authors, that the values of the variables which 
constitute an optimal (maximal) solution of a mathematical program will also 
satisfy a condition very closely analogous with the Lagrangian condition for 
constrained maximization in ordinary differential calculus. 
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This is a so-called existence (solvability) condition, i.e. we know that any 
programming problem has a solution (whether or not we know how to find it) if 
and only if there are variable values which satisfy the corresponding Lagrangian 
condition. The condition also helps us to take account of the constraints in a 
programming problem when we employ gradient methods of solution. (It will be 
recalled that in the preceding description of gradient methods nothing was said 
about these constraints.) For the gradient methods can be used to maximize (or 
more accurately, to find a saddle point of ) the corresponding Lagrangianexpression 
rather than, e.g., the profit function of the programming problem under con- 
sideration. But the theorems about Lagrangian expressions just described state 
that these ‘““Lagrangian”’ values of the variables will also constitute a solution to 
the constrained maximum problem. In other words, by solving the one problem we 
automatically solve the other. 

Space limitations have confined this review largely to an attempt at exposition 
of the results. By way of evaluation, I can only end echoing the comment with 
which I began. This is a book representing fundamental work whose quality 
comes up to the highly merited reputation of its authors. 


Princeton University (USA) WiLuiaM J. BAUMOL 


Fritz Baape. Die deutsche Landwirtschaft im Gemeinsamen Markt 
(Germany’s Agriculture and the Common Market). Baden-Baden 
1958. August Lutzeyer. 232 pp. 19.80 DM 


Fritz Baade, the well-known author of Brot fiir ganz Europa, again confirms 
in this, his latest, work the cogency and usefulness of the monographic method. 
A diligent and steady researcher, who has sifted a most impressive mass of 
statistical data, the author thinks and expresses himself as an economist who is 
well versed in the problems with which he is dealing and who discusses them 
objectively. A further positive aspect of the book is its extremely lucid and 
flowing style, which is all the more worthy of note in a work that is concerned for 
the most part with statistics and which renders it very readable. 

German agriculture is today preparing to embark, through the process of 
integration provided for by the Treaty of Rome, upon an experiment that is 
undoubtedly attended by more uncertainties and risks—and this at a time of 
favourable prospects—than any in the last 150 years of its history. Over this 
period of time, under greatly varying economic and political conditions, it has 
not only survived and overcome the most acute crises of modern history but it 
has also advanced technologically, by institutional measures and by its vertical 
integration; in this way it has ensured for itself an outstanding position in the 
world picture. During a period of transition German agriculture—no longer 
protected by customs tariffs and import restrictions—now has to face the full 








con 


offe 
six 


Co! 


pre 
rat 
cul 
a 
are 
aff 


sec 


of | 


agi 
the 
inc 
po’ 
act 
de: 
ati 
det 
pre 
of 


col 


for 
ag 


as 

an 
Ar 
po 
thi 
au 
ag 


of 
DN 


no 








BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 669 


competitive capacity of the agricultures of the other five countries of the European 
Economic Community and, what is more serious, in a climate that does not 
offer the most favourable prospects for marketing the agricultural produce of the 
six member countries. 

The author recalls that in the six countries of the European Economic 
Community the production of cereals covers more than 90% of total require- 
ments and the production of meat 99%, while annual supplies of milk and dairy 
products now exceed internal requirements and the production-consumption 
ratio is not very different in the cases of wine, fruit and green vegetables. Agri- 
cultural production is, moreover, steadily increasing at an annual rate of 
3-3.5% and there are a few countries—e. g. Italy and France—where expectations 
are justified for still greater increases in production thanks to the wide possibilities 
afforded for the development of the process of rationalization of the productive 
sector. 

Against this, the annual increase in population of the six member countries 
of the European Economic Community fluctuates around 0.7°%, which is equal 
to only one-fifth of the increase in agricultural production. 

In spite of this the author is optimistic, and his optimism about the future of 
agriculture within the European Economic Community rests on his conviction 
that the association of the various economies will inevitably lead to an appreciable 
increase in the net national product (and, thus, to an increase in the purchasing 
power of workers employed in the secondary and tertiary sectors of economic 
activity) and that, in consequence, an expansion may be looked for in the 
demand for those foodstuffs the consumption of which is more subject to fluctu- 
ation, namely: meat, milk and dairy products, fruit and green vegetables. ‘““The 
decisive factor in arriving at a favourable solution of the agricultural production 
problem in the countries of the Common Market is thus the purchasing power 
of the consumer” (p. 195). At the same time, however, there must also be a 
considerable increase in the productivity of agricultural labour. ““This increase 
must continue in the future if the success of the Common Market experiment 
for the national economies of the member countries and, in particular, for their 
agriculture is to be guaranteed” (p. 67). 

The author recognizes, however, that for some products, such, for example, 
as cereals, the production of which has increased in the last seven years at an 
annual rate of 6%, the problem of production surpluses will have to be tackled. 
And in this connection he considers that in the long run, the continuation of a 
policy of export premiums being impossible, the only course left will be to follow 
the recent example of the United States of America, i.e. give them away. But the 
author does not consider the problems to which such a policy may give rise for the 
agricultures of the beneficiary countries. 

Baade devotes some rather interesting pages more specifically to the problems 
of German agriculture. The value of the latter’s gross saleable production reached 
DM 15.6 milliard in 1956/57, the varying annual increases since the Monetary 
Reform having ranged from pM 1 milliard to pM 1.5 milliard. The author does 
not think that the value of the country’s gross saleable production will be able 
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to keep on increasing at the same rate in the future; rather, he considers that it 
can scarcely be expected to go beyond the figure of pm 18 milliard. Indeed, 
against the increase due to the greater consumption of meat, eggs and poultry 
and, to a certain extent, of milk and dairy products—which increase he values, 
at present prices, at around pM 3 milliard—it will be necessary to set a loss of 
DM 1.2 milliard resulting from the reduction in cereal prices to the average 
European level. 

Consequently, an increase in the income of agricultural workers with a view 
to arriving at the hoped-for equality of incomes is possible only if the number of 
such workers is reduced to a certain limit; he calculates this limit to be around 
3 million in the case of German agriculture. All this will be bound to call for a 
number of institutional measures designed to promote the re-training of workers 
leaving agriculture, the rationalization of farm administration and the granting 
of cheap credit. 

In our opinion the work might have been even more interesting if it had also 
considered other problems closely connected with the harmonization of the 
agricultures of the member countries of the European Economic Community 
and if it had not been confined, in the main, to the analysis of production/con- 
sumption relationships alone. We have in mind, for example, such problems as 
specialized agricultural production in individual countries, or those concerning 
the inclusion of overseas territories. While on the subject of the problem of 
marketing production surpluses outside the Common Market area, the author 
would have done better to have taken into account the fact that trade in certain 
products is already taking place at the level of international prices, without any 
recours to forms of dumping. 

But that was perhaps outside the author’s scope; indeed, some of these are 
problems that do not come under the heading of German agriculture and are 
not, therefore, strictly pertinent to the subject he had taken as his theme. 


Universita Cattolica del S. Cuore, Milan (Italy) GIovANNI GALIZZI 


(Translated from Italian by Miss Joan U. Killip, Nottingham, England) 


ALAIN BarreERE. Politique financiére. Paris 1959. Dalloz. 595 p. 


Le professeur Alain Barrére était classé parmi les meilleurs spécialistes de 
finances publiques depuis son premier ouvrage sur les Impéts et la conjoncture. 
Il fait aujourd’hui ceuvre d’économiste. 

Il y a deux facons d’aborder les relations de l’économique et du financier: ou 
bien transporter la science économique dans |’étude des finances publiques ou bien 
placer les finances publiques dans leur cadre économique. L’ouvrage publié par le 
professeur Barrére, réunit ces deux objets. 
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On le sait: les finances publiques ont acquis une telle importance dans |’éco- 
nomie nationale qu’indépendamment de toute préférence doctrinale, il est im- 
possible d’ignorer les influences qu’elles exercent sur la génération, la distribution 
et la consommation des ressources de la nation. Cela étant, mieux vaut s’en servir 
comme d’un instrument de politique économique active. 

M. Barrére trace lui-méme excellement son plan de travail: 

«L’ensemble des développements est orienté par l’idée fondamentale que la 
satisfaction des besoins publics devenus extrémement nombreux, a provoqué 
l’apparition, non pas seulement d’un secteur public, mais d’une économie publique 
ayant ses caractéres spécifiques. L’Etat, sujet économique, doit dés lors organiser 
son activité; il le fait en vertu d’un ensemble de choix qui s’ordonnent en un plan. 
Le budget s’élargit ainsi en un plan de disposition financiére dont la comptabilité 
avec les plans des sujets individuels, devient un des soucis majeurs d’une politique 
financiére éclairée par la comptabilité nationale. 

Cette politique embrasse ainsi deux domaines distincts et cependant étroite- 
ment associés; en premier lieu, elle doit assurer la gestion financiére de l’économie 
publique, tant au point de vue du financement (fiscalité, crédit public), que de 
’équilibre du budget et de la trésorerie. Les problémes de la limite de l’impot 
et de l’emprunt, de l’équilibre budgétaire dépendant d’une anticipation d’ordre 
économique, prennent une importance particuliére. I] convient d’y joindre 
l’épineuse question des effets inflationnistes de la gestion de trésorerie. 

En second lieu, la politique financiére doit assurer l’intégration des finances 
publiques dans l’activité économique. On examine 4 ce sujet, les principaux 
types de politique appliqués en France et a l’étranger, en s’efforgant de dégager la 
maniére plus ou moins heureuse dont cette intégration est réalisée. C’est dire que 
les politiques examinées ne sont pas toutes également recommandables, ni appli- 
cables dans les circonstances présentes. Cette partie, plus descriptive, contient 
forcément moins d’éléments nouveaux. Cependant on s’est efforcé de dissiper 
certaines confusions, notamment celles qui ont été répandues a l’occasion de la 
redistribution des revenus dont on montrera l’échec. On s’efforcera de fournir une 
réinterprétation du phénoméne en cause. De méme seront abordés les aspects 
financiers de l’expansion et du développement des économies sous-développées. » 

On se rend compte, a la lecture de ce programme, de |’étendue des matiéres 
traitées; elles le sont d’ailleurs en un volume extrémement dense de prés de 600 
pages, qui constitue une véritable somme de la gestion financiére du secteur public. 

Ceux qui se penchent sur ces problémes depuis un quart de siécle ont long- 
temps fait figure d’esprits d’avant-garde, purs théoriciens des choses des finances, 
que les praticiens jugeaient esprits artificiels et dangereux. Ce qui est maintenant 
prouvé est que «les bonnes vieilles méthodes» ne suffisent plus a une saine gestion 
de l’Etat ni de l’économie et qu’il existe désormais une doctrine «classique» de la 
politique financiére dans laquelle la sagesse financiére rejoint l’intérét de l’écono- 
mie et vice versa. 

On ne résume pas un ouvrage de |’ampleur de celui du professeur Barrére; on 
en dit l’esprit. L’essentiel, d’aprés nous, se trouve dans la conception que |’auteur 
a des « besoins publics» car tout le reste en dérive.Ces besoins publics correspondent 
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a une utilité collective définie par l’Etat pour compte du groupe national et cette 
utilité collective n’est pas purement économique; elle résulte essentiellement d’un 
choix politique. Trois mots dominent actuellement ce choix: progrés, sécurité, 
justice et dés lors toutes les manifestations de l’activité publique doivent étre 
orientées vers ces objectifs, ses manifestations financiéres comme les autres. La 
difficulté est de les concilier, car dans certaines de leurs répercussions les exigences 
de ces objectifs peuvent étre contradictoires. 

C’est le grand mérite du professeur Barrére d’avoir tenu 4 tout moment entre 
ces exigences un équilibre parfait et d’avoir tenté et réussi de réaliser entre elles 
une synthése harmonieuse. I] a mis au service de cet ouvrage non seulement une 
rare connaissance des techniques et expériences financiéres et économiques, mais 
un sens social et civique élevé qui fait de sa Politique financiére un livre aussi noble 
que savant. 


Bruxelles (Belgique ) M. MasoIn 


AuicE Bourneur. Norway: The Planned Revival. (Harvard Economic 
Studies, Vol. cv1.) Cambridge, Mass., 1958. Harvard University 
Press. xIV, 233 pp. $5.- 


The author, who was a senior economist in the E.c.A. Mission to Norway during 
the first years of the Marshall Plan (1948-1951), finds that Norwegian economic 
policy in the post-war years has, on the whole, been successful, and therefore 
that this form of democratic planning should be of interest to the authori- 
ties of other countries working under similar conditions. Her main reason for 
passing such a judgement is the rate of growth of the national product. This 
growth has been largely a result of the high proportion of the available resources 
which have been devoted to investment. Except for Iceland, no country in Western 
Europe has maintained as high a rate of investment as Norway. 

However, in the opinion of this reviewer the picture is not quite as bright 
as the investment ratio itself might suggest. The growth of production has not 
been in proportion to the high rate of investment. According to recent calculations 
the capital-output ratio has been considerably higher in the post-war years than 
before the war. This may mean either that the (historical) marginal productivity 
of capital is steeply decreasing, or that the allocation of resources among investment 
projects has been less economic in the post-war years than in the ’thirties. It is 
a pity that the author does not discuss these questions, which seem to be crucial 
for an evaluation of ‘‘the planned revival’*. Without further investigation it is 
difficult to accept the contention that the low efficiency of investments in the 
post-war years merely reflects structural characteristics of the economy, and that 
the policy pursued has not been a contributing influence. Thus, for example, the 
high rate of taxation and the expectation of continuously rising prices have 
probably been decisive factors behind quite a few investment projects. 
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These problems are connected with the planning mechanism, i.e. the instru- 
ments used for allocating the resources. In the post-war period Norway has to 
a great extent relied upon direct, physical controls, whereas monetary measures 
have been allowed to play only a modest role. The author does not discuss the 
question whether alternative policy instruments might have given equally good 
results. In particular, the important and widely debated question of policies for 
dealing with the excessive liquidity during the first years of reconstruction has not 
been given the attention that it deserves in a treatise which emphasises the planning 
aspect. 

When describing the development of the Norwegian economy and the policy 
pursued, the author leans heavily upon official documents, particularly the annual 
national budgets and the longer-term plans. A main point in the analysis is a 
comparison between plans and actual performance. On the whole, the author 
finds that the correspondence between the two has been good, anc this is presented 
as evidence of a successful policy. What does such a comparison reveal, however? 
For one thing, a high degree of consistency between plans and results shows that 
the planners have done a good job as forecasters. This is a technical requirement for 
good planning but it does not, of course, prove that the chosen policy has been 
**good”’. Secondly, the comparison between plans and results is made on an 
annual basis only and does not reflect changes in economic development and 
policy during the year. Even though there may be a close correspondence between 
the yearly totals for plan and performance, this may cover abrupt pelicy changes 
during the year in response to important unforeseen developments. Such changes 
have, indeed, taken place during the period covered by the book under review. 
The most striking example of this is the drastic cut in import licences that was 
suddenly introduced in the middle of the year 1947. 

Miss Bourneuf has obviously been deeply impressed by the Norwegian civil 
servants, the official planning documents and the government’s policy statements. 
She relies almost to excess on official publications, without even mentioning the 
points of view put forward by the major industrial organizations and by the 
opposition parties. 

On the whole, the author’s account of the Norwegian economy in the post- 
war years, particularly the years up to 1952, may be useful as an introduction to the 
subject. But the crucial questions about the Norwegian type of planned economy 
have not been answered. 


Norwegian School of PREBEN MUNTHE 
Economics, Bergen (Norway) 
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Rar DAHRENDORF. Homo Sociologicus. Ein Versuch zur Geschichte, Be- 
deutung und Krititk der Kategorie der sozialen Rolle. Koln und Opladen 
1959. Westdeutscher Verlag. 72 p. DM 4.— 


Cette étude, précédemment parue dans la Kélner Zeitschrift fiir Soziologie, a 
principalement pour objet, comme le sous-titre l’indique, la notion de réle social 
et sa signification en sociologie. — « Si, dit l’auteur, les « faits sociaux» de Durkheim 
sont plus qu’une fiction, il doit étre possible de les décrire avec toute la rigueur de la 
méthode expérimentale et de les expliquer par des connexions déterminées» 
(p. 5). Cette description et cette explication doivent reposer sur la notion de réle 
social, introduite surtout par les sociologues américains, mais dont Durkheim lui- 
méme s’était approché, sans cependant employer l’expression, dans ses Régles de la 
méthode sociologique. 

Toutes les sciences humaines utilisent, comme catégories opérationnelles, des 
concepts abstraits tels que l’homo oeconomicus des économistes, le psychological man 
des psychanalystes, sans parler de l’homo politicus, etc. Il existe de méme, en socio- 
logie, un homo sociologicus, défini comme un complexus de réles sociaux, et qui certes, 
comme tous les concepts analogues, est artificiel; mais il y a ici la méme distance 
entre le concept scientifique et la réalité qu’entre la représentation courante d’un 
objet matériel quelconque, une table par exemple, et le concept que nous en 
donne la physique comme d’un composé d’atomes. 

L’auteur montre que la métaphore du «réle» joué par ’homme sur la scéne 
du theatrum mundi est fort ancienne. II cite d’intéressants passages de Platon, de 
Cicéron, de Sénéque, de J. von Salisbury et surtout de Shakespeare ot cette 
métaphore apparait; Marx lui-méme ne parle-t-il pas du «masque» du capi- 
taliste? Cette métaphore risque cependant de tromper. L’homo sociologicus n’est 
pas libre d’abandonner le personnage ou le masque dont il est revétu dans la vie 
sociale. Celle-ci présente en effet un caractére sur lequel M. Dahrendorf insiste a 
plusieurs reprises: elle est drgerlich, contrariante, désagréable; car nous ne pouvons 
pas lui échapper (nous retrouvons encore ici une idée chére 4 Durkheim, celle de 
la contrainte sociale). 

Toutefois, cet ensemble de réles qui constitue une soziale Position (ce que les 
Américains ont parfois appelé un status), ne nous renseigne pas sur l’individualité 
méme de celui qui les joue. Nous pouvons connaitre toutes les fonctions que remplit 
le D' Hans Schmidt comme homme, citoyen, allemand, époux, pére de famille, 
universitaire, protestant, trésorier d’un club de football, etc., sans rien savoir de 
son caractére ni de sa personnalité intime. Il y a, en outre, quelque équivoque sur 
ces notions de réle et de position telles qu’elles ont été définies par des sociologues 
comme R. Linton, R. K. Merton, T. Parsons et plus récemment N. Gross 
(Explorations in Role Analysis, New York 1958). Le réle n’est pas le comportement 
réel, effectif de l’individu; il est une «attente de comportement» (Verhaltens- 
erwartung), et d’un comportement auquel l’individu ne peut se soustraire, les 
sanctions pouvant d’ailleurs étre plus ou moins graves selon qu’il s’agit de Muss- 
Erwartungen (celles qui se rapportent aux normes juridiques), de Soll-Erwartungen 
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(celles de la morale) ou de Kann-Erwartungen (celles de la coutume et de l’opinion). 
En ce sens, la sociologie n’est pas, comme on I’a dit, la science de ’homme; elle 
est la science de l’homo sociologicus, d’un homme aliéné de |ui-méme et constitué 
tout entier par ces réles, c’est-a-dire par ces «attentes de comportement». 

Elle s’était formée, historiquement, avec la double intention «d’ouvrir a la 
comprehension rationnelle le fait de la société» et «de conduire l’homme indivi- 
duel a la liberté dans le choix de ses propres buts» (p. 54). Mais il y avait la une 
antinomie, que l’auteur compare 4 la troisiéme antinomie de Kant: celle du 
déterminisme et de la liberté. A cété de ses réles qui le constituent comme homo 
sociologicus, homme posséde une volonté libre, un «caractére intelligible». Il 
était inévitable que la sociologie, se plagant au point de vue scientifique, mécon- 
nut ce second aspect et fit de ’ homme un étre artificiel, aliéné de sa vraie nature et 
prédéterminé. D’ot un conflit de conscience chez le sociologue lui-méme, conflit 
qui se manifeste notamment dans |’ceuvre de Max Weber, lorsque, d’une part, 
celui-ci pose en principe la Wertfreiheit de la science sociologique et que, d’autre 
part, il se passionne pour les problémes de valeur, moraux et sociaux. Selon 
auteur, cette dichotomie, parfaitement justifiée en soi, a eu cependant de funestes 
conséquences, notamment, dit-il, aux usA ot elle a abouti au «total désengage- 
ment moral et politique des sociologues» et a une attitude «conformiste» de la 
sociologie. Le sociologue, conclut-il, doit «choisir ses problémes en se plagant au 
point de vue de leur signification pour l’individu et sa liberté», et «la conscience 
de l’homme total et de sa liberté doit inspirer comme motif fondamental chaque 
phrase qu’il prononce ou qu’il écrit» (p. 61/62). Le sociologue n’est, sans doute, 
pas un politique; mais, sous prétexte d’étre un savant, il ne doit pas méconnaitre 
l’action que ses théories peuvent exercer sur la société. 

On ne peut certes que sympathiser avec les généreuses préoccupations que 
manifestent ces réflexions de M. Dahrendorf: on les sent inspirées avant tout par 
Vhorreur du totalitarisme et du conformisme. Que Vhomo sociologicus, tel qu’ il le 
définit, ne soit pas l"homme tout entier, on le lui accordera bien volontiers. Mais 
n’exagére-t-il pas le danger d’une sociologie purement scientifique? Ne se montre- 
t-il pas trop sévére, sinon pour Max Weber lui-méme, du moins pour I’action qu’a 
exercée, selon lui, sa pensée? Et lorsqu’il écrit: « Pour la société et la sociologie, le 
processus de la socialisation est toujours un processus de dépersonnalisation » 
(p. 38), n’est-on pas en droit de se demander s’il n’y a pas ici confusion entre 
individualité et personnalité? Ce n’est pas seulement Durkheim qui avait soutenu que 
la personnalité ne se réalise que dans et par la société. Un sociologue tel que Ch. Coo- 
ley avait écrit aussi: «La nature humaine ne vient que peu 4 peu a |’existence; on 
ne l’acquiert que dans la société. » 


Institut frangais de Sociologie, Paris ARMAND CUVILLIER 
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Jj. P. Davison, P. S. Florence, B. Gray, and N. S. Ross. Produc- 
tivity and Economic Incentives. London 1958. Allen & Unwin. 306 pp. 


35S. 


One of the large questions confronting every part of the world today is why 
physical output per hour of labor is as high or low, and growing as rapidly or 
slowly, as it is. Everyone knows that the size of the stock of tangible capital 
goods is a significant part of the explanation. But the size and growth of this 
stock can explain only a fraction of the level and growth of output per manhour. 
In the United States, for which the calculations have been made, real national 
product per unit of labor and tangible capital goods combined has risen at an 
average rate of close to 20 per cent per decade—not much below the 25 per cent 
per decade of national product per unit of labor alone. 

Undoubtedly investment in other forms of capital—in education and in new 
knowledge of all sorts—is important. So too are incentives to use these and other 
resources efficiently. Little is known, however, of the relative importance of each 
of the various factors. The wish to learn more will bring readers to this study of 
Productivity and Economic Incentives. 

The title of the book—the latest in a long series of contributions made or 
stimulated by Professor Florence—is rather too broad, however. It deals, in fact, 
mainly with the response of workers to improvements in wage-payment systems, 
particularly the substitution of piece-work or bonus systems for time payment 
plans. Further, apart from an interesting introductory sketch of “‘past and present 
incentive study’’, the volume is devoted largely to detailed reports on case 
studies carried on by the authors (all members of the Faculty of Commerce and 
Social Science of the University of Birmingham) in Britain during recent years. 
The samples are rather small, but the surveys were carefully made and cover, in 
addition to some manufacturing industries, a laundry and several cooperative 
stores. Also, a deliberate effort was made to confine the studies to establishments 
in which the sole or major change was in wage incentives, with organization, 
product, labor relations, capital, technology, etc., but little changed. Indeed, the 
prime objective of the book, according to the authors, is to correct prevailing 
impressions that wage incentives are weak compared with “‘psychological”’ and 
*‘social’’ incentives. 

The analysis falls somewhat short of the goal, however. While the authors 
demonstrate that wage incentives have not been weak in the establishments 
covered (“‘our research found that large increase in productivity—larger than is 
commonly supposed—can be obtained by introducing payment by result based 
on work-study’’), they leave the reader uncertain as to the strength of these 
incentives compared with psychological and social incentives, for the strength 
of the latter was not determined. Also, the meaning of their results—increases in 
output per manhour of 60 per cent in two years, for example, as wage incentives 
were altered—might have been clearer against the background of a comparison 
with the more modest rates of increase in national product per manhour. 
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I must confess to some regret, further, that the authors chose to pose their 
problem, and to define “‘economic incentive”’, as narrowly as they did. Psycho- 
logical and social incentives and conditions—like the closely related ‘‘non- 
economic advantages’’ of which economists write—are in substantial degree also 
economic in character. Some bear on long-term wage considerations as opposed 
to short, while others relate to non-wage incomes and costs that can be measured 
directly in money terms. The “‘purely’’ non-economic characteristics of a job 
also play a part in economic behavior, even though measureable in money 
terms only indirectly. A broader treatment of ‘‘economic incentives”’ is needed, 
including a consideration of how economic and industrial change makes given 
work and payment arrangements obsolete and thus calls constantly for review of 
incentive systems to prevent efficiency from being adversely affected. But I am 
asking for a different and much larger study. 

The bulk of the volume—the reports on the case studies, including interviews 
with workers regarding their reactions to changes in wage systems—is of limited 
interest. But it is of interest, and adds significantly if modestly to the supply of 
information on one aspect of the relation between “‘productivity and economic 
incentives’’. 


New York University SOLOMON FABRICANT 


Feuixs Gross. The Seizure of Political Power in a Century of Revolutions. 
New York 1958. Philosophical Library. xxvu, 398 S. 


Der Titel dieses Buches entspricht nicht genau dem Inhalt. Es handelt sich 
hier nicht um eine systematische Behandlung des Problems der Machtergreifung 
(wobei es fraglich ist, wieweit dieses Problem einer systematischen Behandlung 
iiberhaupt zuganglich ist), sondern vielmehr im wesentlichen um eine Geschichte 
der Revolution in Russland. Der Beschreibung dieser Revolution, ihrer Vor- 
und Nachgeschichte, geht ein allgemeiner Teil voraus, in dem der Autor eine 
Reihe von Begriffen formuliert, wie «Revolution von unten», «Staatsstreich», 
«kombinierte Machtergreifung» (das heisst Massenaktion kombiniert mit Staats- 
streichhandlungen) usw. Es folgt dann eine Beschreibung der Gruppen, Ideen 
und Geschehnisse der Revolutionsgeschichte in Russland, angefangen mit den 
Dezembristen, iiber die anarchistische Bewegung der sechziger und siebziger 
Jahre bis zu den Revolutionen von 1905 und 1917. Weiterhin behandelt der 
Autor den Apparat und die Methoden der Machtausiibung in Sowjetrussland 
und -china, einschliesslich der Ausdehnung der sowjetischen Macht in Osteuropa 
und der Strategie des «Kalten Krieges». Das Buch endet mit einer Diskussion 
der Widerstandsméglichkeit im Sowjetsystem. 

Wodurch unterscheidet sich diese Behandlung der russischen Revolutions- 
geschichte von den schon existierenden Texten? Der Autor bringt keine neuen 
Tatsachen zutage. Seine Darstellung fusst auf den Berichten der besten Historiker. 
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Er versucht, auf bekannte Tatsachen ein neues Licht zu werfen, indem er sie 
unter die schon erwahnten Begriffe revolutionarer Vorgange klassifiziert. Er will 
also Gesetzlichkeiten in revolutionaren Geschehnissen aufweisen. 

Nun muss man sich fragen, ob es im Bereich des Revolutionsphanomens Ge- 
setzlichkeiten gibt, die durch eine Klassifizierung von Verhaltensweisen erschlos- 
sen werden kénnen. Ist doch eine Revolution vor allem ein Zusammenbruch 
ausserer und innerer Ordnungsgebilde, ein Zustand der Ungesetzlichkeit, der 
als solcher die «Ergreifung» der Macht erst erméglicht. Gross versucht dieser 
Schwierigkeit beizukommen durch die Benutzung von soziologischen anstatt 
politischen Begriffen. Aber auch der Soziologe kann eine Krankheitserscheinung 
wie Revolution nicht verstehen ohne Bezug auf den Gesundheitszustand, wie 
Durkheim durch seinen Begriff der anomie bereits klar gemacht hat. Ein tieferes 
Verstandnis von revolutionaren Vorgangen ist daher nur zu erwarten von der 
Erkenntnis des Erkrankungsprozesses des politischen Kérpers, die wiederum 
einen ausreichenden Begriff der politischen Ordnung als solcher voraussetzt. Man 
denke an Musterbeispiele, wie die philosophische Analyse des revolutionaren 
Zusammenbruchs in Platos Republik oder Tocquevilles soziologische Unter- 
suchung in L’ancien régime et la révolution. Gross geht nur fliichtig auf tiefere Ur- 
sachen des revolutionaren Geschehens ein. Seine vergleichende Beschreibung 
von Verhaltensweisen wahrend einer Revolution ist daher im wesentlichen nicht 
mehr als eine Liste von Symptomen. 

Als eine vergleichende Beschreibung symptomatischer Vorgange in einem 
Zustand politischer Gesetzlosigkeit kénnte diese Untersuchung wertvoll sein, 
wenn sie sich an einer weitergefassten Theorie der politischen Ordnung orien- 
tierte. Gross fasst dagegen seine Aufgabe als Soziologe in dem Sinne auf, dass 
er in Unabhangigkeit von politischer Theorie politische Prozesse systematisch 
darstellen will. Angesichts dieses Bemiithens muss man fragen, welchem Zweck 
eine solche Untersuchung dienen kann. Ist sie etwa, wie Machiavellis Fiirst, als 
ein Vademekum fiir den revolutionaren Strategen gedacht? Oder soll sie die 
allgemeine Voraussage revolutionarer Entwicklungen erméglichen? Kann sie 
als Grundlage fiir Vorbeugungsmassnahmen gelten oder als Fiihrerin auf dem 
Wege zur Gesundung? Die beiden letzten Fragen miissen wohl a limine verneint 
werden. Die Entdeckung und Beschreibung von Ahnlichkeiten in revolutionaren 
Geschehnissen hat keine Giiltigkeit iiber die Vergangenheit hinaus. Wenn die 
Ursachen nicht erkannt sind, kann man auf Grund dausserer Vergleiche nicht 
zukiinftige Ablaufe voraussagen oder selbst mit Sicherheit ein Verstandnis gegen- 
wartigen Geschehens vermitteln. Vor allem enthalten solche Vergleiche keinerlei 
Schliissel fiir die Verschiedenheiten revolutionarer Prozesse. 

Wie steht es nun mit der systematischen Erforschung der Machtstrategie in 
revolutionaren Situationen? Um auf diesem Gebiet zu giiltigen Schlussfolge- 
rungen zu kommen, miisste man klar unterscheiden kénnen zwischen «erfolg- 
reicher» und «fehlerhafter» Strategie. Im Bereich des Revolutionaren sind solche 
Unterscheidungen grundsatzlich verschieden von ahnlichen Unterscheidungen 
im Bereich des Militarischen. Denn hier handelt es sich um zweckgebundenes 
Verhalten im Rahmen eines bestehenden Ordnungsgefiiges, wahrend revolutio- 
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nare Machtstrategie die Frage der Ordnungsgrundlage als solcher einschliesst. 
Der Revolutionar, der, wie Lenin, von grundsatzlich fehlerhaften Pramissen aus- 
geht, kompensiert seinen strategischen Irrtum mit verscharfter Gewaltanwendung 
und der totalen Unterdriickung von Kritik, also durch Anderungen der Herr- 
schaftsstruktur. Er mag sich wohl an der Macht behaupten, aber produziert 
durch die Art seiner Machtbehauptung erneute tiefe Stérungen der politischen 
Ordnung, die dann weitere revolutionare Machtstrategien erfordern. Was ist 
hier «Erfolg», was «Fehlschlag»? Ohne politische Theorie — die Gross aus- 
driicklich aus seiner Analyse ausschliesst —- kann man zu keinen sinnvollen Schliis- 
sen kommen in der Beurteilung revolutionarer Strategie. 

Ein Bericht — brilliant und faszinierend geschrieben — iiber die Art, wie ver- 
schiedene Menschen in verschiedenen Zustanden inmitten allgemeiner Auflésung 
der Ordnung Macht ergriffen haben. Cui bono? 


Universitat Notre Dame, Indiana (USA) GERHART NIEMEYER 


James M. Henperson and Ricuarp E. Quanpt. Microeconomic 
Theory: A Mathematical Approach. New York/Toronto/London, 1958. 
McGraw-Hill. xx, 291 pp. 58s. 


This is a very neat and very clear treatise on optimization behavior and 
market equilibrium. Not only do the authors deal with traditional problems of 
consumer’s choice and the policy of the firm under monopolistic competition, 
but they also touch upon more recent developments. Linear programming is 
briefly considered in the context of the theory of the firm, and input-output 
analysis is referred to as a branch of the theory of multi-market equilibrium. 
Revealed preference is given some attention. A chapter on welfare economics 
contains a discussion of the Pareto optimality and the Bergson function. Choice 
in situations involving risk and time preference (the latter especially in connection 
with investment behavior) are also treated. Game theory is brought up in 
connection with oligopoly. 

The argument runs in mathematical terms. The mathematics are not 
particularly advanced. Still it is useful that the authors have added a mathe- 
matical appendix, not (as is often done) to summarize their ideas in mathe- 
matical form, but to give a review of the tools they use. These tools include 
determinants, calculus, maxima and minima with constraints, jacobians, 
integrals, homogeneous and non-homogeneous difference equations. The 
mathematical review serves the practical purpose of refreshing the reader’s 
knowledge of the subject; it does not aim at comprehensive treatment, and 
proofs are generally omitted. 

The authors’ analysis is not too mathematical in the sense that economics 
are shifted to the background. However, the reasoning is ‘‘mathematical’’ in 
another sense: it flows smoothly, with strong logic, but without much concern 
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about the implications of conclusions. Professors Henderson and Quandt seem 
almost exclusively interested in the correctness of their argument. They hardly 
ever stop to consider the significance of their results. This is not a characteristic 
peculiar to their book; it is common to many treatises on microeconomics. The 
mathematical approach and the lucid style of the book under review serve to 
bring this feature clearly to the fore. This review therefore provides a good 
opportunity for airing prevalent doubts about the use and the value of this kind 
of logic. 

Let me point out, first of all, that the meaning of “‘significance’’ is not 
restricted to practical applicability, e.g. for the day-to-day decisions of the 
businessman. A conclusion is significant when a person of average sensibility is 
liable to be impressed by it, in one way or another. In other words, the conclusion 
must be noteworthy. One of my complaints about this book is that the authors 
almost never consider the remarkability of their findings. Unless I am mistaken, 
only once do they draw the reader’s attention to something they consider 
remarkable: on p. 29 they say explicitly that one ought to be struck by the fact 
that the substitution effect on the ith commodity resulting from a change in the 
jth price is the same as the substitution effect on the jth commodity resulting 
from a change in the ith price. But there are many propositions in the book that 
deserve a bigger or smaller exclamation mark. Take for instance the well-known 
fact, shown by the cobweb theorem, that the introduction of a time-lag gives rise 
to fluctuations. Isn’t that strange? No, not for somebody concerned with the 
logic of the case; it is a perfectly clear conclusion. Still I find it almost unavoidable 
to explain again and again to my students that this relation between the time-lag 
and the fluctuating price is a truly remarkable discovery, a really significant 
achievement of microeconomic theory. This evaluation of what is important and 
what is not is lacking in the present book. The reader sometimes gets the feeling 
that Professors Henderson and Quandt are more interested in the fact that an 
analysis can be generalized than in its significance?. 

I am well aware of the personal character of my view, and I do not deny the 
authors the right to set forth matters in their own way. I just want to show that 
their impeccable logic has certain drawbacks. For instance: a rather elaborate 
chapter is devoted to the Lausanne School, centering around the idea that prices 
bring about a multi-market equilibrium. The Arrow-Debreu existence proof for 
such an equilibrium is mentioned, and static and dynamic stability of the 
systems are discussed. A short paragraph explains that empirical applications 
are out of the question; and then we are confronted with Leontief’s work. Input- 
output analysis, we read, assumes away the problems of equilibrium. Utility 
functions are omitted, the production function is of the constant coefficient type, 
and the industry, not the firm, becomes the unit of production. The reasoning 
makes clear that this is necessary if we want numerical answers. But perhaps the 
reader may wonder what it means to eliminate all these Lausanne problems 
from consideration. The authors content themselves with the hint that Leontief’s 
approach means a loss of generality. Yes, but is that serious? And is it really 


1. See for instance Chap. v on multi-market equilibrium. 
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only generality that is lost? Or is the traditional multi-market approach unim- 
portant anyway? Has it perhaps only architectural significance? Is it just lace 
making? The reader gets no guidance to help him answer such questions. 

The concept of significance—described here as a theory’s power to impress 
people by its remarkability—may be narrowed to operational significance; for 
instance: a theory’s reliability in prediction. I wonder whether Professors 
Henderson and Quandt have been able to avoid the reaction of false impressions 
with their readers as to the operational significance of their propositions. On 
pp. 222-223 they conclude a discussion on welfare economics with the remark 
that the desirability of a reorganization of the economy can be evaluated by the 
following procedure: Determine all Bergson contours; choose that point on the 
aggregate transformation function which lies on the highest attainable contour; 
a solution is thus obtained by examining points in the commodity space. Now 
this is sound logic, but poor operational economics. The authors do not mention 
this poorness. 

The same criticism holds true of their treatment of optimization over time and 
investment decisions. The consumer adjusts his outlay stream over time through 
borrowing and lending. According to the authors, he maximizes the level of his 
utility index (a function of the quantities of goods that he consumes during each 
of the periods within his planning horizon) subject to a lifetime budget constraint, 
and this means equality of the present values of his consumption and earned- 
income streams. First order conditions require that the consumer equate intra- 
period and inter-period rates of substitution to the ratio of their discounted 
prices. Again this seems to me uncriticizable from the viewpoint of logic, but I 
do criticize the authors for not discussing nor even mentioning a much more 
fruitful approach to the consumer’s behavior with respect to time, e.g. the 
Modigliani-Duesenberry theories. The questions should have been posed: how, 
in fact, do consumers react to changes in prices and incomes? Can these reactions 
be understood by microeconomics? Such questions come within the realm of 
operational theory. 

A similarly misleading reasoning is applied to the investment problem 
(p. 248). Given costs and revenues, the volume of investments is made to depend 
on the equation of marginal ‘“‘internal’’ rates of return and market rates of 
return. This kind of logic has led many innocent people into the belief that 
interest rates are a strategic factor in investment and therefore in an economy. 
It has VJicksellian implications in overrating the banker’s role in economic 
expansion. These implications are not mentioned by the authors, nor do they 
show the limitations of their logic. 

I could go on and attack the significance of many more propositions in this 
book. Only one more example may illustrate my opinion. On p. 198 the old and 
well-known thesis is repeated, that profit taxes do not affect the optimum price- 
quantity combination for a profit-maximizing monopolist. Yes, but in practice 
profit taxes do happen to affect the entrepreneur’s policy, even if he is a mono- 
polist. The formal answer is, of course, that such a firm had not yet found its 
optimum. But a slight warning in this direction would not have been out of 
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place in this textbook. This confirms me in my belief that the authors are 
concerned with logic, not with significance and not with reality. The flap of the 
book jacket is right when it says that Professors Henderson and Quandt stress 


economics rather than mathematics; but it is a kind of economics that can easily * 


create false impressions. Even a slight hint regarding this danger would have been 
useful, but the authors seem to be oblivious to it. 

Microeconomic Theory may be recommended to two categories of readers: first 
to those who are interested in the architectural beauty of reason, but who don’t 
care much about economics; second, to students of economics who are able to 
see through the shortcomings and dangers of traditional microeconomics. The 
latter category will profit greatly by the mental exercise afforded by accepting 
a special kind of admirable logic without being blinded by it. 


Groningen University (Netherlands ) J. Pen 


W. G. HorrmMann. The Growth of Industrial Economies. Manchester 
1958. Manchester University Press. 1x, 179 pp. 25s. 


This book is a revised and expanded English version of a work first published 
in German in 1931. The author explores the historical relationship between the 
consumer-goods sector and the capital-goods sector during the process of 
industrialization for most capitalistic countries of the world. When the book first 
appeared it must have been somewhat of a pioneer study both because of its 
quantitative approach and its concern with economic development, a field of 
inquiry which has had a strong resurgence since World War uu. Unfortunately, 
the statistical method used is subject to a number of fundamental weaknesses, as 
will be argued below. 

The main thesis of the book is that all economies which have industrialized 
within a capitalistic institutional framework have gone through similar stages. 
“*In Stage 1 the consumer-goods industries are of overwhelming importance, their 
net output being on the average five times as large as that of the capital-goods 
industries. In Stage m the initial lead of the consumer-goods industries has 
diminished to a point where their net output is only two and one half times as 
large as that of the capital-goods industries. In Stage m the net output of the two 
groups of industries are approximately equal and in Stage 1v the consumer- 
goods industries have been left far behind by the rapidly growing capital-goods 
industries’’ (p. 3). 

Although this reviewer is critical of the statistical procedures, this general 
thesis appears to him highly plausible. It is not the general findings, therefore, 
that are in question but rather the specific quantitative values of these findings. 
For most countries under investigation historical statistics on the value of output 
of specific industries are unavailable. Hoffmann attempts to overcome this 
difficulty by using available percentage data on the labor force employed in a 
specific industry in a particular country during a certain period and then 
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multiplies the percentage figures by a labor productivity index for that industry 
in the United States in order to obtain the percentage of total output produced 
by that industry. The American productivity index is modified here and there, 
but basically it is assumed ‘‘that the relationship between output per worker in 
any two industries... in one country... is the same as in another country...” 
(p. 17). This, of course, is the same as arguing that the relative efficiency or 
inefficiency is uniform for at least all manufacturing industries within a country. 
More specifically, this implies that different resource endowments, historical 
antecedents, monopoly, and cyclical fluctuations have no unique effects on 
specific manufacturing industries, but merely general, uniform effects for all these 
industries within a country. If this were so, there hardly could be any justification 
for trade in manufactured goods between different industrialized countries. 

Although Hoffmann actually seems to have some pangs about the theoretical 
justifications for the whole procedure, he nevertheless tells us that it is justified 
empirically, because—almost miraculously—‘‘the ratio of the labour productivities 
of different industries has been remarkably similar for different countries in 
similar stages of industrialization”’ (p. 17). This bold statement is then supposedly 
demonstrated by Table v (p. 22), which shows “‘per capita net output per worker 
for all manufacturing industries’’ for 1850-1951 (with all industries = 100), for 
a number of countries for which such figures have been available, namely the 
United States, the United Kingdom, France, Canada, Australia, and Chile. It 
is argued that this table shows “‘for net output per worker in terms of the average 
for all manufacturing... great similarity. Such differences as do exist seem to 
follow a definite pattern, and are susceptible to a simple explanation... the 
significance of each figure from the point of view of its position in the trade cycle 
should be noted’’ (p. 23). The table actually shows a very high degree of dis- 
persions; and since the “‘simple, definitive pattern’’ is nowhere explained, it is 
left to the reader to guess whether these differences are due to the trade cycle or 
a number of other causes. For example, the values in the Column for Food, 
Drink and Tobacco range from a high of 234 for the United Kingdom in 1924, to 
a low of 106 for Canada in 1950. For Textiles the range is 98-53, for Leather 
Goods 158-60, for Furniture 125-61, and for Chemicals 264-92. In the judgement 
of this reviewer these values show great differences—as is to be expected—rather 
than ‘‘close similarity’’. Moreover, headings such as Textiles, Chemicals, Iron and 
other Metal Goods are so broad that they actually embrace a great variety of 
products and subindustries, one of which may be dominant in one country and 
another in another country, a fact which is apt to make comparisons of labor 
productivity in terms of these broad classifications quite deceptive. 

In spite of the numerous criticisms of Hoffmann’s methodology this reviewer 
does not question the basic thesis about the relationship between the capital- 
goods and consumer-goods industries. But the findings seem to have hardly any 
policy implications. 


Vanderbilt University, Nashville, Rupotpu C. Buirz 
Tennessee (USA) 
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HERBERT KOrtrer. Landbevilkerung im sozialen Wandel (Rural Popu- 
lation and Social Change). Ein Beitrag zur landlichen Soziologie. Diissel- 
dorf 1958. Eugen Diederichs Verlag. 183 pp. 13.80 DM 


We would class Dr. Kétter’s book among the best that recently have appeared 
on the theme “‘rural population and social change’’. It clearly puts out of date all 
kinds of social theory in which the traditional rural population appears as a basic 
bearer of mental stability in our society and in which the antagonism between 
countryside and urban center is an absolute one. 

Instead the author gives us a picture of the countryside and its population as 
part of the whole of society. He deals with the fundamental and irreversable 
processes in our society in the economic and socio-cultural spheres, and then 
comes to the functions and to the structure the countryside is bound to assume 
(and already is assuming). The author sees a “‘Stadt-Land Kontinuum”’ (rural- 
urban continuum). In the land part of this continuum he sees the dwelling of the 
non-agricultural population and the recreation (including the use of land for this 
purpose) as just as “‘legal’’ as food-production. In agriculture he sees the with- 
drawal from production of marginal !and, the augmentation of the size of holdings, 
and the concentration of exploitation on the farm-family. As a consequence he 
sees a decrease in the number of those engaged in primary food-production. The 
author does not forget to conclude that, along with structural adaptation, there is 
also a mental (and generally a cultural) adaptation which is bound to come about 
and should be assisted to establish itself. Dr. Kétter’s thesis is not that the country- 
side can have “nothing of its own’’, but that what it has (or will have) of its own 
should be accommodated to the new conditions. 

Especially for Germany, where the old theories have so long dominated the 
thinking on matters of “‘Agrarpolitik’’, this book seems to be of importance. As 
appears from many quotations, Dr. K6étter is not the only author who is trying to 
revise old models of thought in that country. 

Almost any reviewer can detect in almost any book parts that seem to him less 
successful than other parts. Though this reviewer is not an historian, it seems to 
him that this applies to the historical paragraph n. 2: “‘Besonderheiten der Ent- 
wicklung der Europaischen Agrargesellschaft”’ (peculiarities of the development of 
European rural society). This description—in 29 pages and largely concentrated 
on Germany—seems to take some easy steps from prehistory to history and from 
one phase of history to another. 

In this chapter the author shows a tendency to closely identify rationality with 
something like “‘economic dynamism’’ or “‘priority to economic values’’. Is it a 
Western bias to do so? We also find this elsewhere, e.g. on page 165; a translation 
of what Dr. Kétter writes reads: “It cannot be denied that especially in the country- 
side irrational elements are still operating.’’ One could ask here: why especially in 
the countryside? What about the trade-unions, the businessmen’s clubs, the 
national governments and many other social groups and institutions that are 
probably more open to modernised economic values than rural people? And 
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what about the implicit expectation for the future expressed by “‘still’’? Is life 
‘rational’? anyway? 

Also in the part on the structure of commercial agriculture (Chapter m, 4a: 
Die Erwerbslandwirtschaft) a question-mark may be placed. The author comes 
to the conclusion that the farm with hired labour will disappear. Unmistakingly 
there is a trend—probably European—in this direction, but the statement, that 
this type of farm is an anachronism may go too far. 

Dr. Kétter took his material principally from studies of rural structure in 
Germany and his bibliography contains mainly German authors. This may limit 
the details of some conclusions from a European point of view. But in a way the 
book is all the more interesting for this. The picture for Western Germany is clear, 
and this reviewer feels that a comparable analysis on the basis of materials drawn 
from the Netherlands would lead to substantially the same conclusions. 


Agricultural University, Wageningen (Netherlands ) A. J. WICHERS 


Ropert M. LicutenBerG. The Role of Middleman Transactions in 
World Trade. National Bureau of Economic Research, Occasional 
Paper No. 64. New York 1959. xvi, 86 pp. $1.50 


Matching the flow of real goods and services with the flow of settlements 
among partner countries in world trade is one objective of a Study of the Structure 
of World Trade and Payments conducted by the NBER during the past several 
years. Lichtenberg’s very useful paper is concerned with this objective. 

The middleman is “‘a resident of a third country who assumes control, 
beyond that of carrier or financial agent, of a commodity moving between the 
country of production and the country of consumption’’. Types of middleman 
include the merchant (or “‘agent”’ performing the merchants’ function) and the 
multinational producer (notably in oil). Being under the control of a third 
party, a middleman transaction is “‘indirect’’ trade, whether or not the goods 
actually move through the middleman’s country of residence. Whereas in terms 
of real resources the flow of goods may be referred to a point of origin or desti- 
nation, the flow of settlements is referred to a point of purchase or sale. The 
point of destination, however, may not be the point of purchase; likewise the 
point of origin may not be the point of sale. In terms of documentation on the 
other hand, even for a single country, synchronizing the flow of funds with the 
flow of resources is subject to various conceptual and statistical difficulties as 
shown by the author. 

Lichtenberg evaluates a sample of middleman trade for the year 1952. He 
has used the import records of seven countries: West Germany, Denmark, 
Norway, Sweden, Finland, Yugoslavia, and Colombia. These were chosen not 
for representativeness but rather because their statistics are published both by 
country of origin and by country of purchase; thus identification of middleman 
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trade is facilitated. Indeed, Lichtenberg recommends that recent imF proposals 
for uniform adoption of the consignment method of foreign trade statistical 
reporting be modified to include this dual version. 

Choice of the year 1952 was also a matter of convenience, although the 
Korean war and other factors reduce its relevance as a typical period. It would 
be interesting to learn from further studies what degree of relative stability over 
time is shown by middleman trade as contrasted with other trade. At least one of 
the components of middleman trade—switch transactions—is highly erratic. 

Lichtenberg estimates that 16 percent of the imports of the seven specified 
countries was received from middlemen. His corresponding estimate for total 
world middleman trade in 1952 is 13 percent. Incidentally, since his analysis 
refers both to total world trade and to that part of it appropriate to the sample, 
the reader must place unqualified statements in their proper context. The 
Conclusion (p. 73), for example, states, ““The ux, ranking high among world 
traders, not only ranks first among major middleman countries, but also has the 
highest ratio of sales of other countries’ produce to sales of its own produce—on 
average 75 percent of its total domestic exports in 1952’’. As shown on p. 21, 
however, this refers only to uK trade with the seven countries of the sample. 
Likewise the last sentence on p. 31 which reads, “Table 14 shows that the 
sources of the goods for merchanting are the relatively underdeveloped areas of 
the world and the major destinations are the highly developed industrial 
countries’’, refers only to transactions handled by the Netherlands. It might also 
be noted that the figure “‘—200%,”’ in Table 22 should be —50%. 

Lichtenberg finds that economic development has reduced the need for 
entrepot trade, but that nevertheless metropole interests, particularly the 
British, retain control of overseas territorial trade by other means. Evidently 
offshore procurement has taken on increasing importance since most of the 
metropole firms are not resident in the territories (p. 53, n. 35). 

Although it has been subject to much derogatory comment, ‘‘middleman 
trade is a legitimate and necessary part of a broad service industry—the distri- 
bution of commodities’. Moreover, it is not usually realized that in the form of 
switch trade, or commodity shunting (with particular reference to cheap 
sterling), middleman trade has in effect liberalized discriminatory restrictions 
and contributed to the revival of multilateralism. As a safety valve for bilateral 
agreements, switch trade is “an indicator of disequilibrium’’. 

An initial question of the study concerning the impact of middleman trade 
on the distribution of net foreign exchange balances remains unanswered. In the 
meanwhile, analysis of the movement of resources seems to be assuming increased 
relative importance as compared with the analysis of currencies. It would seem, 
for example, that eventually middleman studies should be linked to studies of 
the import content of exports. There is plenty of scope for further work in the 
field Lichtenberg has systematically explored. 


Claremont Men’s College Leon HOLLERMAN 
Claremont, California (USA) 
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Pau. J. Mosss. Die Stimme der Neurose. Stuttgart 1956. Georg Thieme 
Verlag. 


Der ehemals in K6ln heimische Verfasser, emigriert, zu neuen Anpassungen 
aufgefordert, erfahrt in der Auseinandersetzung mit Freud seine wissenschaft- 
liche Ausreifung. 

Daher sind die zentralen Fragen seines Buches Die Stimme der Neurose: Was 
hore ich aus der Stimme an Identifikationen, hat sich das Ego gelést, entwickelt, 
oder hat es sich verfehlt und wie: neurotisch oder psychotisch? Die Akzentver- 
schiebung in der Freudschen Sexualanalyse auf ihren Beziehungsaspekt, die wir 
in der Jahrhundertmitte konstatieren, ist als Zeitphanomen in Verbindung mit 
der grossen Zahl von Freudanalysen der Emigranten vielleicht noch nicht ge- 
sehen worden. Jedenfalls enthalt das Werk eine Beziehungslehre der Stimme. 
«Zum Verstandnis der Mechanik der Neurose, besonders ihres Stimmausdrucks, 
muss man im Auge behalten, dass die Grundlage menschlicher Beziehungen 
zwischen Individuen und Gruppen sowie zwischen Gruppen im Zustande- 
kommen eines wirklichen Ausdrucks ihrer Beziehung besteht... Der Neurotiker 
fiihlt, dass seine Botschaft nicht ihr Ziel erreicht» (S. 88). 

Die Methode des ZuhG6rens und Zuordnens wird in Kombination von intuitiv- 
ganzheitlichen und analytisch-einzelheitlichen Arbeitsweisen geiibt. Das Zu- 
héren hat eine dem Verfasser offenbar in hohem Grade eigene Begabung zur 
Voraussetzung, den Zugang zur akustischen Faszination und zu der von ihr aus- 
gelésten Mitbewegung offenzuhalten. Der Zuordnung akustischer Phanomene 
dient ein héchst differenziertes Merkmalsystem, das sich von denen anderer Stimm- 
analytiker durch seinen interpsychischen Ansatz grundlegend unterscheidet. 

Das Merkmal des Pathos, als fiir Moses signifikant, méchte hier beispiels- 
weise herausgegriffen werden. Moses definiert seinen Pathosbegriff als «‘Ich’ in 
meinem Verhiltnis zu ‘mir’ und ‘ich’ zu ‘Dir’». 

Seine unechten Verfehlungen und deren soziale Folgeerscheinungen seien an 
drei Beispielen aus der Kasuistik von Moses veranschaulicht: 

a) Der knédelnde Sanger, der durch unechtes Volumen seine mangelnde 
Ego-Zentrierung zu iibertiinchen sucht, bringt seit Publikum nicht zur Be- 
geisterung aber zum Rauspern und Husten. 

b) Die amerikanische Volksschullehrerin, zahlenmassig den mannlichen Kol- 
legen leider iiberlegen, wird bei eigener Unerfiilltheit stimmlich ihre Zwangs- 
neurose auf die jugendlichen Schiiler iibertragen, eine fiir Moses nicht unbe- 
deutende Gefahr der Neuroseinfizierung in der amerikanischen Gesellschaft. 

c) Die schrecklichen welthistorischen Folgen in der Ansteckung durch das 
Pathos der Diktatoren gehoéren selbstverstandlich in diesen Zusammenhang. 

Mit diesen wenigen Hinweisen mége das fiir Soziologen und Politiker, 
Sanger und Sprecher, Padagogen und Psychologen, Psychagogen und Psycho- 
therapeuten gleich wertvolle und interessante Buch empfohlen werden. 


Universitat Bonn (Deutschland BR ) THEA VON BECKERATH 
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Josepu D. Puixutrs. Little Business in the American Economy. (Illinois 
Studies in the Social Sciences, Vol. 42.) Urbana 1958. University of 
Illinois Press. 1x, 135 pp. $3.50 


This volume stands as a landmark in the growing literature on small business. 
It is written with a high degree of objectivity. Its chief merit is to bring economic 
analysis to the nature and features of small business. 

In brief, the author employs as his concept of small business ‘‘the numerous 
small firms that center around the activities of their proprietors as lone workers 
or as workers assisted by a few employees’’. He thus concentrates on the numeri- 
cally large segment of the business economy which is not usually given small 
business attention. For the most part, proposals for legislation and aid to small 
business are concerned with these small firms which have paid workers up to 500 
and which compete with large and medium-sized firms. 

In his study of Little Business, the author considers the particular areas of 
little business activity, the limited independence of small business, the difficulties 
in securing capital, public policy toward small business, and the social implications 
of small business. 

The ills of small business arising from the difficulties of securing capital are 
admirably presented. The author treats with detachment, however, the efforts 
which the Government has made to provide “a fair field with no favor’’. The 
antitrust laws, and the Robinson-Patman Act, in particular, are considered as 
having been not too effective. With this conclusion, many will agree. An im- 
portant question, however, is why the antitrust laws have failed to prevent the 
destruction of the small by the big. Trends in small business population—-little 
business as well as small business—are directly affected by judicial decisions and 
the attitudes of the antitrust agencies. A study of the efforts of government—state 
and federal—to curb price discrimination and the frustrations of these efforts, 
for example, would cast light on why small business is declining and why little 
business—as lone workers—bulks large in our economy. 

This book will serve as a valuable reference for students of small business. It 
provides a sound introduction to the field and outlines the areas and problems 
for study. 


University of Washington, Seattle, Washington (USA) VERNON A. Munb 


RENE SAvATIER. Les métamorphoses économiques et sociales du Droit 
privé d’aujourd’hui. Seconde série, 340 p. Troisiéme série, 268 p. 
Paris 1959. Librairie Dalloz. 2500 et 2000 fr. fr. 

L’auteur qui est un des plus éminents civilistes francais, avait déja publié 


sous ce titre en 1948 (2° éd., 1952) une premiére série d’études sur les transfor- 
mations récentes du Droit civil en ce qui concerne le contrat, le statut de la 
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famille et le droit des biens. I] poursuit ces études dans deux nouveaux volumes 
dont le premier porte en sous-titre L’Universalisme renouvelé des disciplines juri- 
diques. 11 y montre comment, en dépit de la stabilité des textes du Code de 1804, 
le Droit privé frangais s’est «métamorphosé» au point de «cesser d’étre un droit 
écrit pour devenir une common law» (i, p. 15). C’est qu’en effet ’homme mo- 
derne, profondément modifié par le développement des techniques, est devenu 
un «homme-standard», et ce climat nouveau exige un droit qui lui réplique: 
«La promotion juridique de la personne y a été précisément une réponse. Toute 
la responsabilité civile a été renouvelée par cette ambiance» (p. 68). Elle est 
devenue dans bien des cas une «responsabilité sans faute», elle s’est détachée de 
l’autonomie de la volonté et a cessé d’étre une dette pour se muer en une créance 
(p. 17 et 154; cf. 1, p. 250 et m, p.g1). L’auteur insiste de fagon tout 4 fait 
intéressante dans ses chapitres tv et v sur les nécessaires relations du droit d’une 
part avec l’économie, de l’autre avec la sociologie. Si les juristes doivent partir d’un 
donné économique, il y aurait aussi danger pour les économistes 4 méconnaitre, 
dans la construction des ensembles, le donné juridique, ce qui les ferait verser 
dans une «économie pure», non sans intérét certes, mais trop éloignée du réel et 
des applications pratiques. De méme, sociologie et science du droit, tout en 
différant puisque la premiére est science d’observation, la seconde science 
«normative» doublée d’un «art», collaborent obligatoirement. La société est 
faite tout entiére «d’ institutions auxquelles ont travaillé les juristes», et le socio- 
logue ne peut les comprendre que par la connaissance du «levain juridique» 
qui les a animées. Réciproquement, si le juriste veut comprendre la régle de 
droit, il lui faut en reconstruire les assises sociologiques. C’est ce que l’auteur 
s’applique a faire, dans son chapitre vi, pour le droit de ia famille et, dans les 
chapitres vii 4 x, pour le droit des professions libérales (médecine, problémes 
posés par les transfusions sanguines, techniques modernes de diffusion, etc.). II 
termine son tome 1 par un chapitre intitulé Droit et Histoire. On a pu reprocher 
a certaine sociologie contemporaine un désir secret de «rompre avec l’histoire». 
Tel n’est certes pas le cas de la science du droit telle que l’entend M. Savatier. 
Sans doute, dit-il, histoire et droit ont leurs méthodes et leurs objets distincts. Mais 
le juriste doit «ceuvrer 4 méme l’histoire» (p. 302) et l’histoire lui est indispensable 
en tant: 1° qu’ouverture 4 la méthode comparative; 2° qu’ initiation 4 la filiation 
de notre droit (p. 312 et 320). 

Le tome 1m, intitulé Approfondissement d’un droit renouvelé, s’ouvre par l’analyse 
des signes juridiques de la promotion de la personne: augmentation en nombre 
de ses droits, reconnaissance de ceux-ci comme exclusivement attachés 4 elle, 
valorisation de ces droits qui prennent le pas sur l’ordre juridique des biens. 
L’auteur ne dissimule pas cependant les limitations de cette promotion et sur- 
tout son équivoque, la libération de la personne étant trop souvent congue 
comme un affranchissement 4 |’égard de toute discipline (1, p. 28). Il consacre 
deux chapitres intéressants 4 cet attribut essentiel de l’état des personnes: la 
santé, et aux liens entre la personne et le dommage. La seconde partie du tome 11 
traite du renouvellement du droit des biens: elle contient notamment une présenta- 
tion nouvelle des biens incorporels, un chapitre sur le droit des affaires et un 
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autre sur l’importance vitale et trop ignorée du droit agraire. Tous ces chapitres 
sont animés du méme souci d’enraciner le droit dans les réalités sociales. 

L’ouvrage est muni d@’un précieux index portant sur les trois volumes et 
renvoyant (il eit été bon de l’indiquer) aux différents articles (non aux pages) 
du livre. 


Institut frangais de Sociologie, Paris ARMAND CUVILLIER 


Pau Srupenskt. The Income of Nations. Theory, Measurement, and 
Analysis: Past and Present. New York 1958. New York University 
Press. xxi, 554 pp. $25.— 


When in 1946 the United Nations decided to include in the work programme 
of its Statistical Office the compilation and development of national income 
statistics, the analysis of historical materials was deliberately omitted as it was 
known that a committee of the American Conference on Income and Wealth 
had been sponsoring such a study. It is gratifying that after almost two decades of 
very intensive work Professor Studenski’s book has now been published. Probably 
very different in scope from the outline envisaged twenty years ago, this monu- 
mental volume is the most comprehensive study of national income ever under- 
taken. 

The book consists of four main parts and a statistical appendix. Part 1 reviews 
the history of national income concepts and measurements over the past three 
hundred years, from the time when William Petty originated the idea and prepared 
the first estimate. It shows how during these three centuries the various con- 
ceptual and estimating problems have been solved, until the basic concepts have 
become much clearer and the estimates have become more meaningful. The 
descriptions of the early estimates in England and France make fascinating 
reading. There is also a very interesting section on ‘‘three lost Russian estimates 
of the end of the eighteenth century” (pp. 78-100), against the background of a 
description of conditions in Russia in the latter half of the eighteenth century, 
and biographical notes on the authors. Later sections of Part 1 describe new 
approaches to national income analysis in the nineteenth century in England, 
France, the United States, Austria, Germany and Australia, and finally the 
developments during the twentieth century. It is impossible, within the scope 
of a brief review, to do justice to Professor Studenski’s encyclopaedic knowledge 
based on a meticulous historical analysis of the works of literally hundreds of 
authors. He approaches his subject with a historian’s passion for detail, and in so 
far as is possible he reproduces the original texts in full. National income specialists 
have been drawn from among sstatisticians, mathematicians, accountants, 
economists and even criminologists; but too little use may have hitherto been 
made of a historian’s talents, which are greatly needed. Professor Studenski has 
filled this gap brilliantly. 
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Part 11 of the book (pp. 163-300) reviews theoretical problems, i.e. concepts, 
definitions and classifications, as well as problems of estimation along con- 
ventional lines. It also includes a section on ‘Conceptual Differences among the 
Marxists”’. 

Another section of Part m discusses the American and other national ac- 
counting systems as well as the ‘‘nation’s economic budget’’. The section on 
intertemporal and international comparisons (pp. 217-250) presents a very 
impartial discussion of the various issues. 

Parts 11 and tv (pp. 301-544) describe recent national income estimates for 
nearly all countries and non-selfgoverning territories for which such estimates 
exist. In twelve chapters Part m presents detailed analyses of typical estimates 
for thirteen selected countries: highly advanced countries (Canada, Netherlands, 
Sweden, Soviet Russia, Germany, France) and some comparatively under- 
developed countries (Ireland, Yugoslavia, Turkey, India, Brazil); some that 
have good statistics and some that have never prepared any estimates before 
(British West Indies, Malaya). 

Part Iv reviews the progress made in the preparation of national income 
estimates in recent decades and particularly during the post-war period i946— 
1957 in some sixty-six countries other than the thirteen selected for special 
analysis in Part m1. While covering a much larger number of countries this part 
deals with each country much less intensively than Part m1. The countries are 
arranged in five groups: (a) United States, United Kingdom, Australia, New 
Zealand and the Union of South Africa; (b) Europe (eighteen countries) ; (c) Latin 
America and the Caribbean (twenty countries and territories); (d) Near, 
Middle and Far East (fifteen countries) ; (e) Africa (eight countries). 

The Statistical Appendix (pp. 507-511) lists the principal national income 
aggregates for 87 countries in 1955 or nearest year. 

The historical chapters (pp. 1-160) represent an original contribution to the 
literature, which for many years to come may prove to be an invaluable source of 
information. The chapters on recent estimates are extremely well presented, but 
may soon be superseded by later official publications and national income 
reports issued by international organizations. 

A book which contains a large number of references in foreign languages is 
bound to offer problems for the typographer. We noticed a few printing errors in 
titles in Dutch (on pp. 325, 333, 537 and 538). On p. 226, first column, last 
paragraph, the year of publication should be 1957 (instead of 1954). 

A work of this scope could not have been written without the assistance of a 
large number of colleagues in the United States and abroad. The result has been 
a book which represents a unique and very valuable contribution to the literature. 


The Hague (Netherlands ) J. B. D. DERkKsEN 
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INGVAR SVENNILSON. Prospects of Development in Western Europe, 1955- 
1975. Stockholm 1959. The Industrial Institute for Economic and 
Social Research. 85 pp. (stencil.) 


While economists have often said that a basic purpose of economic science 
is to make predictions, very few attempts have, in fact, been made to predict 
probable economic developments over any lengthy period of time. Apart from 
Colin Clark’s pre-war study for the United Kingdom, little was done in this 
field until the post-war projections made in the United States. 

During the last few years attempts at long-term economic projections have 
become more numerous, and Professor Svennilson’s study is a welcome addition 
to the concensus of judgments concerning the longer-run economic prospects for 
one particular region, namely Western Europe. It is unfortunate that the English 
translation introduces unnecessary difficulties, but when the reader has adapted 
himself to expressions such as “‘elasticity of income in demand’’ or ‘‘under- 
evaluated currencies’’, he will find that the reasoning underlying the projections 
constitutes an agreeable blend of technical and statistical expertise, considerable 
knowledge of the European economy and sound balanced judgment. In this 
field, of course, these attributes tend to be inseparable. It is only if one has a 
sufficient empirical knowledge of the economies with which one is dealing that 
one can depart from the more mechanistic models of growth that are currently 
popular. The disadvantage of such models is that they tend to be inflexible, so 
that it is difficult to exploit the special knowledge one may have about the future 
development of the region or country concerned. Professor Svennilson, who 
previously made a large-scale historical analysis of the European economy, is 
admirably equipped to avoid the restraints that a rigid theoretical model would 
have placed on him, and his projections include a judicious discrimination be- 
tween fields where more or less econometric relationships may be used and fields 
where they should not. 

As the title indicates, the study covers Western Europe for the period 
1955-1975. The length of period seems appropriate, given the purposes of the 
exercise, which included the provision of a basic framework for projecting longer- 
run prospects for individual products. The use of a single base-year as a reference 
point is also fairly standard procedure, though it is one which should perhaps 
be subject to more scrutiny. There is much to be said for using the average of a 
few years since the projected trend may otherwise be distorted by deviations from 
trend values of certain items in any single base year. 

Svennilson makes three sets of assumptions for overall growth rates, the middle 
one being “‘a cautious estimate of the possibilities of expansion’’. The overall 
projected increases in output or output per man-hour are very close to those 
currently made in the OE£Ec in connection with the projection of energy require- 
ments. In both, Gross National Product (GNP) per man-hour is expected to in- 
crease at about 3 per cent per annum because of the underlying view that pre- 
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war rates of growth will be exceeded in the very different economic climate which 
now prevails in Europe. 

Separate employment projections are made for the three major sectors, 
agriculture, industry and services, and combined with independent output pro- 
jections for agriculture and services (leaving industrial production determined 
residually), estimates are made of the implied productivity increases in each 
sector. These are examined in the light of past experience and other considerations 
(such as government.policy towards agriculture) and are found to be reasonable. 

This particular technique for checking the validity of the projected overall 
growth rate is, however, subject to a major difficulty which he himself recognises 
explicitly, namely that the change in the sectoral distribution of output will 
largely depend on the development of the pattern of demand which, in turn, 
is determined largely by the increase in aggregate demand. For this reason it 
might be preferable to start with the aggregate and then, after deriving detailed 
final demands and estimating their implications for output in the major sectors, 
to check the latter in the light of the plausibility of the corresponding employment 
and productivity implications for these sectors. Of course, whichever approach 
one adopts a certain amount of circularity is inevitable and to the question of 
where is “‘the still point in this turning world’’ there may be a variety of answers. 

While Svennilson’s aggregate rate of growth seems reasonable, it is more 
difficult to accept his projection for the individual country groupings. For 
example, he projects per capita GNP in the Common Market countries (excluding 
Italy) to grow somewhat more slowly than in the Scandinavian countries and 
barely any faster than in the United Kingdom (plus Ireland). This appears to 
be moving too far away from recent experience and is probably overstating the 
relative growth potential of the United Kingdom and the Scandinavian countries. 

As regards the composition of gross national product, Svennilson does not 
attempt to go very far, explaining that his study is only aimed at providing a 
starting point. He does consider the allocation of resources to capital formation, 
but prefers to assume that the share of gross capital formation in total output 
remains constant for all three growth rates and to appraise the implications of 
this for the capital-output ratio. Now, it is true that because of uncertainty 
regarding capital-output ratios, the alternative procedure of a bold selection of 
some capital-output ratio (leaving the share of investment in gross national product 
to be the dependent variable) is hazardous. Nevertheless, it seems desirable, above 
all, that the share of investment in gross national product should be made to 
vary according to the growth rate projected, since the growth rate is no doubt 
heavily dependent on this ratio. The changes in the pattern of output correspond- 
ing to different rates of growth must be allowed to refiect, even if imperfectly, 
the different allocation of resources required to achieve such rates of growth. 
Only in this way can one satisfactorily identify, for example, the sectors which 
might constitute bottlenecks to higher rates of growth. 

Similar considerations apply to the need to disaggregate major components 
of gross national product, such as private consumption. Such a disaggregation 
is necessary for many of the purposes to which projections may be put, e.g. the 
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examination of import requirements. Svennilson has deliberately more or less 
ignored the foreign trade sector, which is perfectly legitimate within the context 
of the limited scope of this study. To include such aspects, however, would require 
a fairly detailed projection of final expenditures. It is clear from some of Sven- 
nilson’s remarks concerning the application of demand elasticities, that he could 
be expected to make as valuable a contribution in this field as he has already 
made for the underlying aggregate growth rates. 


OEEC, Paris MILTON GILBERT 


SuiceTo Tsuru. Essays on Japanese Economy. Tokyo 1958. Kinokuniya 
Bookstore. 241 pp. 


Up to the end of the Pacific War economic studies in Japan were greatly 
influenced by German economic thought, but since the war American influence 
has been predominant. This change-over is attributable in no small measure to 
Professor Tsuru, who was trained at Harvard University during the 1930s. He 
served as Director of the Hitotsubashi Institute of Economic Research for eight 
years after the last war, and he also occupied, at one time during the post-war 
reconstruction period, a vice-ministerial post in the stabilization agency of the 
Japanese Government. 

In this book are collected the essays concerning the Japanese economy 
written by Professor Tsuru during the last seventeen years. This volume is the 
second in the series of English publications issued by the Hitotsubashi Institute 
of Economic Research. 

Part 1, ‘““Current Problems’’, contains (1) Toward Economic Stability in 
Japan (1949); (2) The Strength of the Yen (1952); (3) The Strength and 
Weakness of the Japanese Economy (1953); (4) Internal Industrial and Business 
Trends (1956); (5) Employment in Japan, Problems and Prospects (1957); (6) 
Empirical Testing of Macro-Economic Planning in Japan (1958). Part u, 
“‘Historical’’, contains (7) Economic Fluctuations in Japan 1868-1893 (1941); 
(8) Japan’s Economy under the Strain of the ‘‘China Incident’’ (1941). ‘‘All the 
essays included here, except one, were originally written with western readers in 
mind, each against the background of specific time and problem”’ (Preface). 
Among the above-mentioned essays the third is perhaps the one which would be 
most interesting for foreign readers. This essay can be summarised as follows, 
using the author’s own words. 

We may state without exaggeration that the rate of Japan’s economic 
growth from around the 1870s up till 1941 was as high as can be observed in any 
other country. We cannot explain Japan’s high rate of saving in the late nine- 
teenth century in terms of importation of foreign capital. We must rather seek 
for the basic cause of the rapid expansion in the internal structure of the Japanese 
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economy, or in the combination of circumstances in which the absolutist state 
could make use of the feudal remnants of society to the best advantage in nursing 
along young capitalism while effectively utilizing the gains of western technology. 
It was, in short, an economy with a high rate of exploitation at home, and thus 
with a narrow scope for domestic market. This naturally led to a constant and 
energetic search for export markets even at the risk of war. The first of such wars 
of conquest was the Sino-Japanese War of 1894/95; and Japan managed to come 
out victorious, receiving among other spoils an indemnity payment from China 
of 364 million yen, equivalent to more than half her own national income at the 
time. Japan’s economy thus became geared to a high rate of growth which could 
be maintained only on the basis of successive gambles of an imperialist character. 
This meant that the spearhead of her economic development was, on the one 
hand, the armament and allied industries, always generously supported by the 
state, and, on the other, export industries which prospered on the strength of 
“cheap labor’? at home and thanks to the extension of spheres of influence 
abroad as a result of imperialist conquest. The country’s defeat in the last war 
naturally put an end to the conditions on which the rapid development of pre- 
war days depended. But the so-called ‘“‘democratic transformation’’ of post-war 
Japan has not yet taken deep roots in the basic structure of society. Events since 
the Korean War seem to confirm that there has not been any essential transfor- 
mation of that mechanism. The peculiarities of the Japanese economy still seem 
to lie in the fact that it prospers in wartime conditions or in warlike situations. 
But what is Japan’s strength in the context of war is precisely her weakness in the 
context of peace. Since it is essential that the future progress of Japan should be 
in the context of peace, we have yet to accomplish the difficult task of adjusting 
our industrial structure and the response mechanism of the economy in such a 
way that the hard-working and disciplined labor of the Japanese people shall 
contribute to their own welfare at home and the peaceful co-existence of different 
nations abroad (pp. 40-48). 

This opinion has been prevalent among left-wing economists in Japan. They 
attribute the rapid growth of the Japanese economy to her imperialistic or 
militaristic policy. Such a conclusion, however, falls into Marxist-Leninist 
formulism and utterly neglects the fact that Japan as an underdeveloped country 
has devoted her whole energies to the maintenance of her national independence 
and to the establishment of modern industries. 

Professor Tsuru has a good command of the analytical techniques of modern 
economics, while he adopts a Marxist standpoint. His macro-analysis of the 
Japanese economy fails to make clear actual conditions in agriculture and smaller 
enterprises, which offer a key to an understanding of cheap labour in the 
Japanese export industries. Is it not the specific structure of the Japanese economy 
that attracts the attention of western readers? 


Tokyo Metropolitan University (Japan) GEN-ICHI ABE 
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Ernest W. WILu1aMs, Jr. and GeorcE Novak. Freight Transportation 
in the Soviet Union: A Comparison with the United States. New York 1959. 
National Bureau of Economic Research, Occasional Paper 65. 


38 pp. $0.75 


This paper is a curtain raiser for a forthcoming book, Transportation in the 
Soviet Union. It deals with freight transportation only and touches on passenger 
transport to the extent only that it might interfere with freight movement. (It 
isn’t allowed to. Passenger train speeds are kept low and the trains themselves 
infrequent so that it shall not.) The text is quietly expository. The bare minimum 
of tabular data is included, and one must wait for the bound volume to get the 
full demonstration of the comparison between the transportation systems of the 
us and the ussr; but, even so, the simple text here is of absorbing interest. 

Five topics are covered; a straight description of transportation in the ussR; 
the same for the us; two chapters of comparisons and contrasts between the two; 
and a final chapter comparing soviet freight traffic and industrial growth. 

The ussr comes out as a strictly rail economy, with about go per cent of the 
ton-miles produced being railway traffic. This is due to the nature of the country 
and to the distribution of resources. The growth in traffic has been due to a 
growth in the tonnage shipped and to a lengthening of the average haul. Water 
borne traffic was 40 per cent of the total at 1913, it is now about 8 per cent 
(two-thirds inland, and one-third domestic maritime). Pipe lines are of sur- 
prisingly little importance, and there is no inter-city motor truck transportation 
at all. 

The really striking thing about the ussr is the rapidity of growth in ton-miles 
produced. As recently as 1926, the us produced 12-13 times as many ton-miles 
by all means of transport. By 1936-1940 that ratio is down to 2.3-2.8; and by 
1956 it is 2.0. In rail traffic alone, the ussr exceeded the United States in 1957. 

In ton-miles per head the comparison is less favourable. At 1913 Russia 
reached the level known in the United States some 40 years earlier; at 1955 it 
was at the us level of about 1905. But the fact remains that in order to find a 
comparison with the rapidity of growth of the ussr transportation system one 
must reach back into the pre-icc statistical estimates covering the period before 
1889. 

How has it been done? The principle measure has been a firm determination 
to economize in the use of railways, and to bend the economy to railway needs 
rather than the reverse. Freight car turn-around is normally accomplished in less 
than seven days against 15 in the United States. This is almost entirely produced 
by reduction in the time cars are in shippers’ or receivers’ hands. Plants work the 
full six day week and are expected to load and ship on all seven days. Holidays 
are less frequent and affect traffic less severely. There is practically no seasonal 
movement because freight is allowed to pile up at the spring and fall peaks in 
demand. Rates are designed to discourage very short hauls and by inverse taper 
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to discourage long hauls. The end result is that the railways of the ussr handle a 
slightly greater ton-mileage than those of the us with half the miles of line, a 
little over half the freight car stock (two-axle, against four-axle in the us) and 
with relatively inefficient steam power having about half the tractive effort of 
the more efficient diesel power used in the United States. 

One will look forward with great interest for the full study. 


Queen’s University, Kingston (Canada ) Joun L. McDoucGaA.y 


A. J. Youncson. Possibilities of Economic Progress. London 1959. 
Cambridge University Press. x, 325 pp. 32s. 6d. 


The organization of this book reflects the author’s yearning for a closer 
synthesis of economic theory and economic history, an aim all too frequently 
espoused in articles on methodology but, like other virtuous ambitions, other- 
wise too frequently forgotten in practice. Part 1 is largely given to a discussion 
of the ideas of some early and modern economists on the process of economic 
growth, with especial emphasis on the source and role of investment. Part 1 
presents four case studies of accelerated growth, namely Great Britain, 1750-1800; 
Sweden, 1850-1880; Denmark, 1865-1900; and the Southern United States, 
1929-1954. These case studies aim to illustrate, amplify, and modify the earlier 
theoretical discussion. Part mt draws a number of inferences and cautious 
conclusions pertaining to the so-called underdeveloped countries of today. 

While the author starts with some broad theoretical propositions, much of the 
discussion is quite eclectic; the style and exposition are more akin to the cautious 
prodding of a Clapham than to the bold prophecies of a Spengler or a Marx. 
This makes for less exciting reading, but the approach is a credit to the intellectual 
honesty of Professor Youngson. He greatly desires the synthesis of economic 
theory and history, but he does not attempt to force historical events into a mold. 

Part 1 presents an able summary of the views on economic development of 
Petty, Steuart, Smith, Mill, and Marshall. Whether their views actually constitute 
a representative “‘consensus of opinion’’ (p. 32) on the topic is another matter. 
For example, the author holds that nowhere in the literature—unless one goes to 
the most recent discussions—is there anything on the possible disparity between 
saving and investment; but Malthus dealt with this issue at some length and 
Keynes praised him for it (somewhat extravagantly). Similarly, the author 
contends that until ten or twenty years ago all discussions of capital theory were 
quite barren. In fact, however, the elaborate capital theory of Bohm-Bawerk has 
been subjected to much less modification by modern theorists than other parts 
of the theoretical foundations laid by earlier generations. Although the author 
oversimplifies matters in his survey of doctrine, he shows good critical judgment 
in dealing with the “‘elegant’’ oversimplifications inherent in aggregate capital- 
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output ratios, which are so much in vogue today in development literature but 
may well turn out to be a blind alley. 

The case studies of Part 1 bring out some interesting institutional aspects, for 
example, the importance of ‘‘the twin novelties of sound government finance 
and steady government income’’ (p. 109) for the economic development of 
England in the eighteenth century. In all the four countries discussed industriali- 
zation took place at a time when the agricultural sector was prosperous, ex- 
panding, and subject to numerous innovations. In the vanguard of expansion 
in all cases was an export industry, which frequently brought home new foreign 
business practices and foreign capital. 

The author gives a good picture of the changing economic structure of the 
American South during the last twenty-five years, but some of his explanations 
for the changes that have taken place are not very convincing. Youngson praises 
both the agricultural price support program and the government-sponsored 
agricultural research and extension program (p. 247), apparently without 
realizing that the aims of these programs are mutually exclusive unless funda- 
mental solutions are sought to reduce the resources—chiefly labor—committed 
to agriculture. Moreover, much of the increase in per acre yield should not be 
attributed to government-sponsored research; it rather represents the direct and 
paradoxical result of the acreage control policy. Increase in per acre output is the 
method by which farmers circumvent and frustrate the aims of the acreage 
control policy. Another debatable point is Youngson’s use of the aluminum 
industry (p. 251) to illustrate the benefits of low-priced Tva power for industriali- 
zation. The aluminum industry uses approximately 640 kilowatt hours per man 
hour, in contrast to 294 for electrometals, 62 for cement, and approximately 
6 (!) for the average of all industries?. 

A case can be made for minimum wage legislation, but the following argument 
is hardly persuasive: ““High wages may also mean lower profits, and lower 
profits may mean a diminished rate of investment... All that can be said from 
the record is that Federal wage legislation did not prevent southern industrial 
development” (p. 252). We surely don’t want to approve certain policies, 
merely because they do not “‘prevent’’ development outright. 


Vanderbilt University, Nashville, Rupotpu C. Butz 
Tennessee (USA) 


1. Warren S. Gramm, Electric Power and Development of Northern California, California Assembly Interim 
Committee Reports 1955-1957, House Resolution No. 239 (1955), published May 1957, p. 32. 
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The Development of Manufacturing Industry in Egypt, Israel and Turkey. 
United Nations, Department of Economic Affairs. New York 1958. 
XIV, 131 pp. $1.50 (Sales No.: 58. m. B. 4). 


Although there has been much talk about the future of economic development 
and industrialization in the oil-rich Middle Eastern countries bordering on the 
Persian Gulf, most of the industrialization which has already occurred in the 
Middle East has taken place in three of the area’s oil-poor countries bordering 
on the Mediterranean Sea. The recent report of the Department of Economic 
and Social Affairs of the United Nations on The Development of Manufacturing 
Industry in Egypt, Israel and Turkey is the first systematic examination of the history 
and present status of industry in these countries in comparable terms. 

The report deals first with the position of manufacturing in relation to the 
rest of the economy in the three countries; and then looks at manufacturing itself 
from a number of angles: employment, size of establishment, degree of mecha- 
nization, capital intensity, value added and its breakdown into returns to labor 
and capital, ownership, legal organization, and location. All of these in effect 
describe the stage already reached by the manufacturing sectors of the economies 
of the three countries. In the last two chapters, on the role of manufactured goods 
in the foreign trade pattern and on probiems of cost and efficiency, an approach 
is made toward examining some of the factors which will determine the future 
course of their economic development and of industrialization 

A number of interesting facts emerge from the middle chapters of the report. 
For example, the discussion of growth and composition of employment in manu- 
facturing in Chapter 3 brings out the fact that Israel has a somewhat smaller 
proportion (45 per cent) of its manufacturing labor force in establishments en- 
gaging under ro persons than does either Egypt or Turkey (with about 55 per 
cent), but that this proportion has fallen in all three countries over the past three 
decades (Table xm, p.103). The manner in which the gradual shift to larger 
scale industry has taken place has, however, differed in each of the three coun- 
tries: in Turkey, the largest-sized establishments in terms of persons engaged are 
those implanted and owned by the State; in Israel, the largest-scale establish- 
ments are those owned by the Histadrut (the Central Labor Federation) ; while 
in Egypt, the largest-scale industries have been founded and owned by private 
capital (both foreign and local). That small-scale capitalism is, nevertheless, 
strongest in Israel is brought out by some figures on active owners and unpaid 
family workers (Table 29, p.33): 23 per cent of the total number of persons in 
Israel engaged in manufacturing establishments with 10 or more persons (in 1952) 
were owners and their families; the corresponding figures for the other two 
countries were 3 per cent for Egypt (in 1947) and 1 per cent in Turkey (in 1950). 

A breakdown of employment and of value added by branch within manu- 
facturing given in Chapter 4 (Table 34, p.41) points up one of the interesting 
contrasts in industrial structure between Israel on the one hand and Egypt and 
Turkey on the other, a contrast based on the different resource positions of the 
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three countries. In Egypt, textiles accounted for 43 per cent of both value added 
and employment in manufacturing (in 1954) and in Turkey for 33 per cent 
(in 1954), while in Israel textiles accounted for only 13 per cent of value added 
and 11 per cent of employment (in 1951); the obvious reason being that Egypt 
and Turkey were important cotton producers and Israel was not. The metal 
industries, on the other hand, in both Egypt and Turkey registered 10 per cent 
of value added and employment, while in Israel the metals category showed a 
figure of 22 per cent, the presumed resource difference being the greater mechani- 
cal skills available in Israel. 

The discussion of returns to labor and returns to capital in Chapter 5 brings 
out the fact that the share of payrolls in total value added in manufacturing is 
larger in Israel (65 per cent in 1954) than in Egypt (43 per cent) or in Turkey 
(31 per cent). This fact is cited as a reinforcement of other indications that the 
rate of return to capital is lower in Israel than in the other two countries. The 
UN report suggests (p.1v) that the differences in rates of return to capital may 
be the result of differences in the degree of tariff protection, concentration of 
ownership, or pressure of demand. An alternative explanation is suggested by 
some figures comparing installed motive power per worker in manufacturing 
establishments which appear in Chapter 4 (p.39), and which indicate a signifi- 
cantly greater ratio of capital to labor in Israel than in Egypt, and a greater 
ratio in Egypt than in Turkey. If there are diminishing returns to a factor of 
production, a lower rate of return to capital in Israel as compared with Egypt, 
and in Egypt as compared with Turkey, is to be expected. 

The most tantalizing portion of the report is the last chapter, on productivity, 
efficiency and costs, on which the successful future growth of manufacturing in 
Egypt, Israel and Turkey (as elsewhere) depend. Although a number of key 
factors are touched upon, the discussion serves in effect as a snapshot of the 
situation as it stands today, with the problems of conflicting aims unresolved and 
the questions of growth unanswered. One paradox which emerges is the conflict 
between the necessity to ration supply (e.g., by credit restriction in Israel; by a 
transactions tax on raw materials in Turkey) because of foreign exchange shortages 
in an inflationary situation on the one hand, and the desire to promote local 
production on the other. Another related conflict is that between the desire to 
keep down the costs of domestically produced final products and the practice 
of fostering domestic production of raw materials by domestic price supports 
and obstacles to the entry of lower-cost foreign competitors to domestic raw 
materials. A good deal more research remains to be done in this field before the 
solutions are found; but much of it will have its origin in the data and ideas 
presented in the uN report under review. 


The RAND Corporation, Harowp LuBe.ti 
Santa Monica, California (USA) 


(The views expressed in this review are not necessarily those of The RANp Corporation with which the 
reviewer is presently associated.) 
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